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INTRODUCTION: THE PROSPECTS BEFORE US 


WHAT WILL be Canada’s economic potentialities over the next twenty- 
five years and what must we do if they are to be fully realized? Essentially, 
those are the questions we have been asked to consider and to which answers 
are suggested in this report. It will be seen that our inquiry has involved 
making forecasts of future economic growth, identifying and analyzing the 
problems to which it is likely to give rise, and offering suggestions as to 
how they might be met. In the opening chapters of the report the back- 
ground is sketched in against which Canadian economic growth will take 
place — the background provided by the world environment, by our 
relations with the United States, by the changing nature of international 
trade and by our recent economic development. The next group of chapters 
contains a discussion of population growth followed by a number of chap- 
ters outlining the probable future growth of particular industries or sectors. 
The following chapters deal with broad aggregates, consideration being 
given first to productivity and estimated output, and then to estimates 
designed to illustrate probable changes in the structure of the economy. 
Separate chapters follow on the supply of capital and foreign investment 
and on some special regional problems in the Atlantic Provinces and the 
North. In the final chapter we discuss the role of government policy both 
in maintaining economic stability and in promoting economic growth. 
The purpose of this introduction is to indicate the spirit in which we have 
approached our task, some of the methods we have used in going about 
it and a number of our broad conclusions. 


The Hazards, Uses and Methods of Forecasting 


At the very outset a word of warning is necessary. Fortune-telling has 
never been held in high repute in the community; and it is as hazardous 
when carried out under the most respectable auspices as when practised 
in a back street and in a manner liable to attract the attention of the police. 
We flatter ourselves that with the aid of a large and able staff we have 
been at some pains to try to discipline the forecasts we have been asked 
to make and to give them some scientific quality. We have examined 
economic experience in Canada, and to a lesser extent in other countries, 
over the last two or three decades to discover trends that might be pro- 
jected into the future to give some idea of what the next quarter century 
might hold for Canadians. We have also borne in mind the comparative 
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stability of the ratios between some of the grand economic variables that 
will be changing over the years that we have to survey; and we have had 
constructed for us some models or orreries in which these slowly changing 
ratios might be seen to hold together the moving planets of the economic 
universe. But we should not like the reader to be deceived by any occa- 
sional impression of assurance or coherence that he may receive from 
these pages. We are well aware that we have not found it possible to 
compose our forecasts into complete consistency. We are even more con- 
scious that the degree of certainty and consistency that our forecasts may 
from time to time suggest can be misleading. The fact is that a four- 
dimensional space-time continuum is a very slithery medium in which 
to plot the paths of even a few economic stars of the largest magnitude. 
The trend lines that we have projected into the future have had to be bent 
this way and that, and we know that guesses and intuitions have as often 
swayed our hand as any clear analysis or any clear apprehension of coming 
economic developments. The probability is therefore overwhelming that 
the future will not be obliging enough to conform to what we have pre- 
dicted. 


For all that, we have not been abashed by the task we have been 
given nor disposed to underestimate its importance. Decisions are cons- 
tantly being made by governments and individuals, by businesses and 
trade unions, that involve forecasts of the economic future. Sometimes 
these forecasts are quite unconscious. More often, perhaps, they are un- 
tested, unco-ordinated or based on inadequate knowledge of the facts. 
No doubt the gaps and errors in our own appreciation of Canada’s eco- 
nomic future will be only too evident. But we have at least received assist- 
ance on a massive scale to prevent us from falling into ignorant or unexam- 
ined conclusions. We have already mentioned the indispensable help that 
we have received from our staff, which has been assembled from govern- 
ment departments, from universities, from international organizations, 
from business and from organized labour. Canadian universities in parti- 
cular have made considerable sacrifices to lend us some of their best 
younger economists. In addition, business institutions and trade unions, 
as well as government departments, have been generous in agreeing to 
prepare studies at our request. Moreover, we have received briefs from 
no fewer than 330 organizations and individuals; and many of these sub- 
missions involved painstaking and imaginative effort on the part of their 
authors to share with us their views of what might be expected in the 
next few decades. From the acknowledgments that appear in an appendix 
to this volume it will be seen that the assistance we have received would 
warrant the claim that this has been a national undertaking. It is chiefly 
because our own views have been broadened and corrected from so many 
sources that we have not been overcome by diffidence. At the very least, 
it can be said that, just as any decision is often better than none, so any 
explicit forecast is better than one that is taken for granted. It provokes 
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thought. It challenges opposition. It stimulates other attempts to penetrate 
the future. But we would be failing in due gratitude to those who have 
given us the advantage of their knowledge and experience if we were to 
rest our case so modestly. We know that our forecasts will be proved 
mistaken in detail, and no doubt in more than that. We also know that the 
discussion to which we hope the publication of this report will give rise 
will serve to improve its conclusions. But we may perhaps reasonably 
believe there is some probability that the results of such a broad enquiry 
are less likely to prove unfounded than any that would have been possible 
without so much assistance as we have received. 


The core of our mandate has been, in the words of the Order-in- 
Council establishing the Commission, to report on “the probable economic 
development of Canada and the problems to which such development 
appears likely to give rise’. More particularly, we have been asked to 
consider 


“a) developments in the supply of raw materials and energy sources; 
b) the growth to be expected in the population of Canada and the 
changes in its distribution; 
c) prospects for growth and change in domestic and external markets 
for Canadian productions; | 
d) trends in productivity and standards of living; and 
€) prospective requirements for industrial and social capital.”* 


That is a tall order, since there are few subjects that would not have 
some bearing on the economic future of a country like Canada with a 
comparatively mature and complex economy. In order to make our task 
more manageable, we have tried to focus our attention on subjects that 
seemed to us to be of primary interest and importance. What our choice 
has been and whether we have chosen well or ill, may be judged from 
the tenor of the following report. We should, however, explain that a 
few of the subjects we have not touched on or have passed over lightly 
were so treated not because we thought them unimportant, but rather 
because there were existing arrangements for giving them full consideration 
elsewhere. 


We have also limited our responsibilities by making a few fundamental 
assumptions about the future. In the first place, we have assumed that 
a global war will be avoided. Such an assumption would seem obligatory 
for anyone with faith in the human species. In any case, it seemed to 
us pointless to consider what Canada’s economic prospects would be 
in a world laid waste by radioactive dust. We have also assumed that, 
although there will continue to be cyclical business fluctuations, the recur- 
rence of a major depression such as that of the 1930’s need not be anti- 


* The full text of the Order-in-Council establishing the Commission is printed in Appendix A. 
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cipated. That assumption may be too optimistic, but at later points in the 
report we offer some grounds to explain why we consider it not unreason- 
able. 


There are also assumptions of a more technical and rather more 
arbitrary character that we have been obliged to make for the purpose 
of formulating statistical projections. For example, we have assumed that 
over the next twenty-five years there will be no change either in the general 
price level or in price relationships. Obviously that is completely unrealistic 
to expect. The stresses and strains to which the economy will be subject 
will be absorbed in large measure by changes in relative prices; and almost 
certainly there will also be changes in the general price level. But we know 
of no method by which long-range price changes can be forecast with the 
slightest degree of confidence.’* In a few cases we have thought it possible 
to identify probable changes in the relative price of some commodities 
and in these cases we have tried to specify what we anticipate the changes 
will be. For the most part, however, our projections are based on an as- 
sumption of constant prices, so that usually projected dollar magnitudes 
may be taken to reflect our expectations concerning changes in the volume 
of output or consumption. In the same technical vein, we have also assumed 
that there will be no major changes in the economic policies either of the 
Canadian or other governments. That assumption is, of course, equally 
unrealistic but, in our opinion, equally necessary. If the United States 
were drastically to reduce its tariff or if Canada were to enter into an 
agreement with the United Kingdom to establish a free trade area, the 
volume and pattern of our exports would clearly be different from what 
we have projected. But it seemed to us that our task would become 
quite unmanageable if we were to try to allow for every contingent change 
in the policy either of the Canadian or other governments that might seem 
to fall within the bounds of possibility. For the purpose of making projec- 
tions, therefore, we have deliberately assumed that present policies will 
remain substantially unchanged. ; 


That is not to say that we have considered ourselves precluded from 
making suggestions for changes in present Canadian policy. On the con- 
trary, we have interpreted the mention in our terms of reference of “the 
problems to which economic development appears likely to give rise” as an 
invitation to consider alternative policies where this seemed appropriate. 
In some cases, we have ventured to put forward fairly specific suggestions. 
In others, we have contented ourselves with indicating the direction in 
which solutions are likely to be found. Perhaps in most cases, however, 
our chief contribution has been to try to make the problems we foresee 
swim in a perspective of the future. Seen in that way, we hope they may 
prove easier to solve. 


* So far as possible we have tried to avoid footnotes. Where they are necessary, they are 
marked by an asterisk. References, as distinct from footnotes, are marked by a superior 
number in the text and will be found grouped together following chapter 20. 
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A Nation Apparent 


There is a nearer perspective, though, that deserves attention first. It 
is simply Canada and its people here and now. We have travelled back 
and forth across the country holding hearings in every province, and 
have paid visits as well to Labrador and New Quebec, to the Yukon 
and Northwest Territories. It is an austere experience to fly all day from 
Ottawa to Edmonton and then to set out the following morning to fly 
another thousand miles to Whitehorse. Space enters the bloodstream. As 
you breathe it in, it is absorbed into a heightened awareness of sheer 
distance, the senses are dilated and seem to move in another element. 
This is an immense country. Even in the East it takes a day to fly from 
Ottawa to St. John’s, Newfoundland. In the West, the distances are 
even greater. The Mackenzie River flows twice as far as even the St. 
Lawrence and the system of rivers and lakes of which it forms a part 
stretches for over 2,000 miles. 


A vast country. A harsh country, too. When we flew one July after- 
noon towards Makkovik on the Labrador coast where interesting show- 
ings of uranium have been found, the snow was still on the ground. Then 
a cold front rolled in from the north and we had to turn back. If we had 
reached our destination we would have found that the camp site had had 
to be changed because the site established the previous year was now 
under 16 feet of snow. If Canadians have difficulty in thinking of them- 
selves as the city dwellers that they demonstrably are, it is partly because 
of the wilderness that stretches toward the Northern Lights, a wilderness 
from which the settled areas have been won and which will continue to 
dwarf whatever encroachments are made on it. 


It is still an empty country and, in spite of the population growth 
that we anticipate, will remain relatively so. In the whole of the Northwest 
Territories with its 1,300,000 square miles there are no more than 15,000 
people; and the military bases, mining camps, trading posts, and admi- 
nistrative centres are hardly more than pin-pricks in the surrounding bush 
and muskeg and barrens. There will be important economic developments 
in this area in the years to come. But it would take the ruthlessness of a 
Peter the Great to plant any large centres of population there. Even much 
further south the population is very thinly spread. The farming areas in 
Saskatchewan, for example, have been losing population steadily and in 
many districts it is now so far between one farm home and another that 
it is difficult to provide all the services and amenities that are required. 
These great and thinly settled stretches are all held together by air services 
and by the steel vertebrae of the continental railways. But because of the 
difficulty of the country there is still no good road across Canada and 
almost all Canadians motoring from Eastern Canada to the Prairies have 
to dip down through the United States. In the northwest part of Ontario, 
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particularly, the terrain is extremely rugged and there the wilderness comes 
right down to the border. 


For, unlike the United States, Canada still has a frontier. It is perhaps 
unwise to stress that fact too much since it can draw attention away from 
the problems of social organization in the cities and towns where most 
Canadians live. It can also cloud the importance for economic growth 
of the technological frontier. That is perhaps the chief cutting edge 
of the economy and anything that can be done to enable Canadian indus- 
try of all kinds to profit from technological change will probably yield 
larger dividends than deliberate efforts to press the physical frontier 
further north, although that may be highly desirable on other than eco- 
nomic grounds. Yet the wilderness remains a partner in the venture. 
That fact alone is bound to lead to significant differences between economic 
development in Canada and in the United States. 


The riches of this vast realm are widely spread. The central feature 
of the country is the Laurentian Shield covering most of Quebec and 
Ontario, spreading over northern Manitoba and Saskatchewan, and 
stretching up through much of the Northwest Territories. Formed by the 
cooling of ancient heats, glaciated, eroded, granite-hard, pitted by boulder- 
beds, muskeg, beaver-meadows, scribbled over by an almost indecipherable 
scrawl of lakes and rivers, this is the forbidding treasury from which most 
of Canada’s mineral wealth is extorted — nickel, copper, lead, zinc, gold, 
silver, cobalt and, at its outer edges, uranium. To the west lies the 
sickle-shaped granary of the southern Prairies curling up from the south- 
eastern edge of Manitoba through the middle of Saskatchewan and Alberta, 
including the grazing country to the southwest and, circling it, the dark 
brown and black soils regions that produce the finest hard northern 
wheat. Off the Atlantic coast are the fisheries which Lord Bacon described 
as being more valuable than all the mines of Peru, while off the Pacific Coast 
are salmon runs plentiful enough to supply one of the four large-scale salmon 
industries that are possible throughout the world. For almost every province 
the forest is an important resource, from British Columbia, where the 
lumbering industry is still supplied by monumental Douglas fir, to New- 
foundland, which still has some of the finest black spruce stands on the 
continent. Water-power is also widely spread; and, as the limits of ac- 
cessible horsepower are approached, great new energy sources have been 
discovered. Perhaps the most spectacular resource development in recent 
years has been the finding of large fields of oil and natural gas in Alberta 
and the other western provinces. Only less spectacular has been the 
development of iron ore deposits in Newfoundland, Quebec and Ontario. 
These are perhaps our most important natural resources. But that does 
not end the tale. If the Laurentian Shield is our principal source of mine- 
rals, the Cordilleras on the West Coast are not far behind, and there are 
valuable deposits too in New Brunswick. The Prairies produce almost half 
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of the commodities that are marketed from Canadian farms; but it is also 
a great asset to have good farm land near our largest cities in Eastern 
Canada. Then there is asbestos in Quebec, British Columbia and Ontario, 
gypsum in Nova Scotia, and the large deposits of potash that have recently 
been discovered in Saskatchewan. 


It is perhaps as well that our travels have taken us chiefly to the 
principal cities of Canada since they contain the larger part of our most 
essential wealth — our people. It is also there that one can see most 
clearly the increasing diversification of the Canadian economy. New 
resource development has made Canadian production more balanced and 
rounded. But the growth of secondary manufacturing has also contri- 
buted greatly to the creation of a more broadly based economy; and it 
is typically located around the fringes of our largest cities. Driving in from 
Dorval airport to the centre of Montreal, or from Malton airport to the 
centre of Toronto, one passes one new plant after another built to prod- 
uce electronic equipment, television sets, plastics, steel pipe, diesel loco- 
motives, aircraft, aircraft parts, none of which were produced, or produced 
in any volume, in Canada twenty years ago. 


As we have moved from city to city, we have not only seen something 
of the increasing diversification of the Canadian economy but have also 
been reminded of the diversity between the historic communities of which 
Canada is formed. At its heart lies the union between English-speaking 
and French-speaking Canadians, both proud of their own traditions, tena- 
cious of their differences, but eager to make them contribute to the enrich- 
ment of the country as a whole, convinced that Canadians have a common 
destiny in the economic, as well as other, spheres and willing to pay the 
price of ensuring it. It is perhaps in Quebec City that one has the strongest 
sense of a unique community. It is a society that has been marvellously 
held together by race, religion, laws and language. It has participated lar- 
gely in Canada’s economic growth but has done so with a difference, as 
though it were never unmindful of other values and other centuries. The 
sense of continuity and uniqueness is also strong in many of the cities 
of the Atlantic Provinces which were founded as outposts of a maritime 
empire long before a Canadian nation was created and which still look 
towards the sea, although they have provided many of the people for the 
provinces lying to the west. In none of the provinces, though, can one 
be unaware of distinctive characteristics. Only a casual visitor bemused 
by the metropolitan bustle and the concentration of immigrants in Toronto 
could entirely fail to glimpse those levels of the city that still bear the 
impress of the back concessions of old Ontario, of the early Loyalist 
settlers and of the Methodist circuit-riders. The Prairie Provinces have 
had little more than half a century to acquire their own characteristics; 
but already they are easily distinguishable one from another and markedly 
different from the rest of the country. And British Columbia is a rich 
and rapidly growing empire of its own, separated by the Rockies. 
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One of the principal problems of Canadian statecraft has always 
been to reconcile the interests of the various regions within the national 
purpose. Economic measures have played an important part in this pro- 
cess. Although the exact geographical incidence of particular measures is 
sometimes impossible to define, the effect of some of them has clearly 
been to benefit some regions more than others. Often when that has hap- 
pened, compensatory action has been taken later in an attempt to redress 
the balance. The earliest field for the deliberate exercise of economic 
policy was the field of public works. Even before Confederation public 
monies were being spent to provide canals that would promote commerce 
and industry in Canada East and Canada West. Subsidies have also been 
paid from early times for the construction of railways. It was a part 
of the agreements that brought the Maritime Provinces and British Colum- 
bia into Confederation that they should be linked by rail to the centre 
of the country; and for those days large grants were made by the Federal 
Government for the building of the Inter-Colonial and the Canadian Pacific 
Railways. Indeed, the policy of subsidizing railway construction has per- 
sisted to the present with federal subsidies currently being paid for the 
construction of an important extension of the Pacific Great Eastern Rail- 
way in British Columbia and of a line to Chibougamau in Quebec. Shortly 
after Confederation aid to railway building was supplemented by initiatives 
in land policy and commercial policy to form a comprehensive design to 
open up the West, to hasten industrialization, and to promote east-west 
trade. The Dominion Lands Act, with its homestead provisions, was passed 
in 1872; the tariff was substantially raised in 1879; and the Canadian Pacific 
Railway was completed in 1885. The effect of the tariff has been to benefit 
secondary manufacturing and since such manufactures have usually been 
located near the larger centres of population in Ontario or Quebec, it has 
worked to the advantage of the central provinces. Its differential effect, how- 
ever, has been offset by changes introduced into the freight rate structure to 
the advantage of the Prairies and the Maritimes, and by various forms of 
assistance that have been granted to the agricultural and fishing interests. 
Since 1898 freight rates on grain moving both east and west from the 
Prairies have been regulated by legislation to implement the Crow’s Nest 
Pass Agreement and have not been allowed to rise above the level at 
which they stood when that Agreement was made. Freight rates on com- 
modities moving westward from the Maritime Provinces or within the 
Maritime area have also been modified by statute since the passage of 
the Maritime Freight Rates Act in 1927, which reduced rates on such 
traffic by 20 per cent of what they had been previously and provided 
that an annual subsidy should be paid to the railways to make up the 
difference.* Agriculture has been assisted by projects undertaken by the 


* In March, 1957, the level of the subvention on outbound traffic was raised from 20 per 
cent to 30 per cent. 
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Prairie Farm Rehabilitation Administration; by payments made from 
year to year under the Prairie Farm Assistance Act to farmers with low 
yields; by government expenditures to cover losses incurred under the 
Agricultural Prices Support Act and the Agricultural Products Co-operative 
Marketing Act; by subsidies paid on the movement of feed grain from 
the Prairies to Eastern Canada and British Columbia; and by a number 
of other schemes, including subsidies to encourage the production of high- 
grade hogs and high-quality cheese. Similarly Canadian fishermen have 
been assisted by a system of price supports and by a variety of capital 
grants. Substantial subsidies have also been paid to the gold mines and 
to the coal industry, both of which have been seriously depressed in 
recent years. The social security measures that have been introduced 
since 1939, including unemployment insurance, family allowances, old 
age pensions and old age assistance have of course applied to the population 
as a whole; but nevertheless they have resulted in not insignificant transfer 
payments from one province to another. Since the inception of the post- 
Korean defence programme, defence contracts have played an important 
role in the peacetime economy and inevitably their effects have not been 
evenly distributed among the various economic regions. 


No national economic policy in Canada can be realistic that fails to 
take into account these and other complex adjustments which have been 
made in an effort to further various national purposes, to provide minimum 
standards of welfare and to accommodate the interests of the different 
regions. Nor can it wholly disregard the claims and expectations to which 
such measures have given rise. They represent national choices that have 
profoundly influenced the economic structure of the country and, by 
modifying the decisions of the market place, have made it different than 
it would have been if its development had been left to the free play of 
economic forces. Indeed, it is doubtful whether Canada would be a 
separate nation today if economic forces alone had been allowed to deter- 
mine our destiny. We assume that our fellow-Canadians believe as we 
do that the things we hold in common, the things we cherish, abundantly 
justify the effort to maintain our national identity and are willing to 
accept the consequences. If that is so, it follows that there will be occa- 
sions in the future, as in the past, when it will be necessary to withdraw 
some decisions from the arbitration of the market and make further 
deliberate adjustments of the kind to which we have referred. Fortunately, 
as our wealth increases, the cost of such necessary compromises may be- 
come relatively lighter. But it will always be risky to make such choices 
blindfold. Canada is growing richer, but there will always be need for 
skilful husbandry in a country so immense and harsh and empty and 
under the necessity of selling a large proportion of its output in a highly 
competitive world. 
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A Sketch of a Plausible Future 


It is time, though, to reveal the outlines of the economic future that 
we foresee for Canada if our assumptions are realized and if we manage 
our affairs well. In that light, the few other preliminary comments we 
should like to make about economic policy may appear to have more 
content. It seems probable that, over the next twenty-five years, our popu- 
lation will increase to approximately 27 million. At the same time the 
labour force may well double and reach a figure of perhaps 10 million 
by 1980. Because of the quickening pace of technological change, we 
think that output per man-hour will show a higher annual increase over 
the next two or three decades on the average than it has during any 
period of comparable length in our history. The result of such an increase 
in our labour force and of the rise in productivity that we envisage would 
be a national income in 1980 three times as large as it was in 1955. 


There will also be significant changes in the way the total output is 
made up. Agricultural production will continue to grow but will form a 
smaller percentage of the total. At the same time external demand for our 
farm products will be replaced by domestic demand as the principal 
dynamic determining the growth and changing structure of Canadian 
agriculture; and one result will be that the raising of livestock will become 
relatively more important while grain production will relatively decline. 
Canadian agriculture should be able to meet the total demands that will 
be made on it over the next ten years without any significant increase in 
occupied acreage or any significant intensification of land use. At some 
point after that, however, the changes needed to satisfy growing demand 
may be of a rather more fundamental kind. This will be especially true 
if, towards the end of the period under consideration, external demand 
for wheat, which will probably remain relatively constant for quite some 
time, again begins to move upward. 


The course of external demand for the products of Canada’s mines 
and forests will be very different, in our opinion. It will be strong and 
buoyant and will lead to a large expansion of output. There may well 
be more than a 50 per cent increase in the production of lead and copper; 
almost a doubling in the production of nickel and zinc; a fourfold increase 
in the production of aluminum; and more than a fivefold increase in the 
production of iron ore. It is probable that the output of newsprint and 
wood pulp will double and that there will be a 60 per cent increase in 
the output of lumber. Proved reserves of the principal minerals in Canada 
are already adequate in most cases to maintain production at the present 
levels over the next twenty-five years, and it is probable that new methods 
of prospecting will lead to the discovery of hitherto unknown deposits 
which should enable the increased demands that are anticipated to be met. 
Present timber resources seem adequate to supply the growth there will 
be in the forest products industry; but the higher cost of cutting less 
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accessible stands will result in greater attention being paid to silviculture 
and forest management and Canadians will increasingly come to regard 
their forest resources as a renewable harvest as lustrous and valuable as 
the gold of the Prairie wheat fields. | 


We anticipate that the resource industries, including forestry, fishing, 
mining and electric power, will grow in relative importance in the economy. 
In 1955 they accounted for approximately 10 per cent of total output. 
By 1980 that figure may have risen to approximately 15 per cent. In 
part, this will reflect growth in the production of some minerals such 
as iron ore, which will be largely exported in unprocessed form. More 
significantly, perhaps, it will mean that Canada will have become much 
more self-sufficient in fuels, since the principal resource industries where 
output is expected to outstrip the output of the economy as a whole are 
petroleum, natural gas and electric power. The primary manufacturing 
industries which are based on our natural resources, including, for example, 
mineral processing and the manufacture of pulp and newsprint, will also 
grow; but they do not seem likely to occupy a relatively more important 
place in the economy than they do today. The secondary manufacturing 
industries, on the other hand, producing chiefly for the domestic market, 
are likely to increase in relative importance with their output representing 
perhaps 25 per cent of the total by 1980, instead of the 22 per cent that 
they account for today. The great growth that we anticipate in the service 
industries (including the two broad sectors of the economy “transportation, 
storage and communications” and “trade, finance and private services”), 
will be more apparent in the employment opportunities they will 
provide than in their share of total output. In this sector output is 
extremely difficult to measure. But because we expect productivity in 
these industries to rise more slowly than in the economy as a whole, their 
share of total output may not be much larger than it is at present. Their 
share of the employed civilian labour force, however, may well increase from 
approximately 34 per cent to approximately 40 per cent. If civilian govern- 
ment and community services are included, the increase would be from 46 
per cent to about 55 per cent. This change, together with a decline in 
agriculture’s share of total employment from 15 per cent to, say, 7 per 
cent, are the most important changes we would expect in the industrial 
distribution of the labour force. 


As the declining relative importance of agriculture and the growth 
of employment in the service industries would suggest, most of the popu- 
lation increase will accrue to the cities and towns and the character of 
the country will become more urban. In 1951, 62 per cent of the popu- 
lation lived in metropolitan areas or in other cities, towns or villages with 
more than a thousand people. By 1980 that proportion may rise to 80 per 
cent. Over the same period the proportion of the population living in 
metropolitan and urban areas of more than 100,000 people may rise 
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from 36 per cent to 56 per cent. Not only will population grow faster 
in urban than in rural areas, it will also be increasingly concentrated in 
the larger metropolitan centres. By 1980 both Montreal and Toronto 
may have grown to be cities of between 2.5 million and 3 million, and 
Vancouver may be a city of almost 1.5 million. The process of urbani- 
zation will call for heavy expenditures on housing, streets and highways, 
schools, hospitals and other facilities of that kind. Expenditures on the 
various forms of social capital may well total $100 billion or more over 
the period, without making allowance for price changes. 


Twenty-five years from now new capital formation will probably be 
financed to a greater degree than is true today by the savings of Canadians. 
Most of the external capital that will still be required will be supplied by 
United States residents, we should imagine; and United States ownership 
and control of a number of our largest and fastest-growing industries 
will be even greater than it is today, unless there is some change in 
present corporate practices or government policies. Our trade, though it 
will be a smaller part of our total economic activity, will also be increasingly 
focussed on the United States; and, in general, the economic relations bet- 
ween the two countries will become even more closely intertwined. Our 
deficit on current account by 1980 may be no greater in absolute size 
than it was in 1956; and the net inflow of foreign capital to cover it will be 
relatively much less than it is at present. 


Our increased wealth will be reflected in much higher personal dispo- 
sable income per capita, which may increase by some 70 per cent over 
the next twenty-five years. Some of the fruits of increased productivity will 
be taken in other forms than money. Average weekly hours of work 
will decline and there will be more leisure. Retirement will ordinarily 
come earlier than it does today; and, at the other end of the age scale, 
a higher proportion of young people will defer starting work until they 
have taken further training at universities and elsewhere. The problem of 
providing the teachers and educational facilities that will be required is 


among the most pressing that we face. 


Modes of Adjustment 

Most of the economic growth that we anticipate and of the economic 
adjustments that will be involved, will be brought about by the interplay 
of supply and demand as they are expressed in the market place. The 
hurly-burly of the market, marred as it sometimes is by exaggerated claims 
and speculative excesses, can obscure the essential function that it performs. 
For all its surface confusion, it is the forum for a dialectic of great practical 
importance. It is there that producers and consumers communicate with 
one another through the language of prices; and no better method of 
communication between them has ever been devised. Not only does a 
free market permit, and even enforce, the multitudinous adjustments that 
are necessary to create some rough harmony between what buyers want 
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and what producers have to sell; it also promotes efficiency through the 
spur of competition, which is constantly altering the relative position of 
producers and leading to a more productive use of the labour and capital 
and natural resources of the economy. It also has the added advantage 
that its operations can be carried on with a minimum of restrictions on 
the freedom of groups and individuals to make responsible choices. Main- 
tenance of the atmosphere of freedom in which the price system works 
best is also, of course, a prerequisite of political and social health. At the 
same time it is the atmosphere in which daring innovations which can 
enrich the society as a whole are most likely to be made and applied. 


This last consideration, however, suggests that, notwithstanding all 
the benefits that may be expected to flow from a free market system, it 
would be unwise to become too wedded to the conditions which, accord- 
ing to some theories, would perfect it. Such conditions, if fulfilled, would 
enable the price system more exactly to make the marginal adjustments 
that would result in a more productive allocation of the factors of prod- 
uction. The resulting marginal increases in output per capita, however, 
may be much smaller than major increases in productivity resulting from 
the introduction of technological innovations by industry, or than the 
over-all growth in output resulting from a continued high level of demand 
sustained by successful full-employment policies. Both daring innovations 
and successful full-employment policies may involve departures from what 
have been held to be the theoretically desirable conditions for a free 
market. For the successful introduction of large-scale technological im- 
provements some departure from conditions of perfect competition may 
have to be countenanced. For the successful conduct of full-employment 
policies deliberate intervention by the central government will certainly 
be required. 


The role of independent businessmen in encouraging and introducing 
innovations is one of a number of reasons why there will always be some 
irregularity in the rate of capital formation and some fluctuations in the 
anticipated rising curve of business activity. But much can be done to 
smooth out the curve and to maintain high levels of employment while 
avoiding inflation. Nothing has impressed us more during the course of 
our inquiry than the cardinal importance of a successful full-employment 
policy. It can do much to further the welfare of Canadians by protecting 
them from the waste and misery of unemployment and from the inequities 
and distortions caused by inflation. As we were reminded by Professor J. 
K. Galbraith, it can also contribute powerfully to long-run economic growth 
by maintaining a level of demand that presses on the existing capacity of 
the economy to produce, and so provides an incentive to develop the 
basic factors of production with a resulting increase in total output.* 
Moreover, as the Canadian economy becomes more diversified, there 
is more scope for the successful application of such policies, although 
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external demand, which is not amenable to their influence, must 
remain for as long as we can foresee an important determinant of 
Canadian growth and prosperity. We have also been impressed, though, 
by the difficulty of implementing a successful full-employment policy. It 
therefore behooves us all to do whatever we can to see that room is left 
for the exercise of such powers as it may be necessary to wield and that 
the economy is kept flexible enough to respond readily when they are 
applied. All in all, we believe that by far the most important responsibilty 
of the federal authorities in the field of economic policy is so to adjust 
fiscal, monetary and other measures that there is a high level of demand 
and of employment opportunities and yet a stable price level. 


That, however, does not exhaust the fields in which deliberate inter- 
vention by the Federal Government is desirable. Even a successful full- 
employment policy may leave untouched the problems of particular re- 
gions and areas that are not sharing fully in the economic progress of 
the country as a whole. It would also leave undone many things that 
Canadians might like to see done even though they are hardly appropriate 
to be undertaken by private enterprise. We have spoken of the riches of 
the country. And it is rich. But there are many ways in which it is poor, 
even compared with some countries which have a much lower income per 
capita. Most of our cities are still poor in their social assets and amenities. 
We could do with fewer level-crossings and more museums. The general 
prosperity also often conceals the fact that, both in the cities and in the 
country, there are many Canadians with incomes insufficient for their 
needs. In spite of higher wages, there are still families with too little money 
to bring up their children decently. In spite of social security measures 
and the efforts of charity, there are still old people slowly dying in back 
bedrooms on which the rent is long overdue. 


There will be plenty of ways to spend our increasing national wealth. 
We will first have to meet the claims of defence and decide what we are 
prepared to pay as our contribution to the collective military force of the 
Western world designed to deter an atomic attack. We may also want to 
round out our social security programme and to increase the payments made 
under it. There will also be proposals for expenditures on projects to add 
ease and grace to our common life and on other projects that would 
contribute either directly or indirectly to our economic growth. But we 
must recognize that these claims are all competing. At any one time we 
may have to decide that some of them are beyond our present means and 
have to be deferred. For if they were accepted indiscriminately and all 
superimposed on the normal operations of the economy, the result might 
well be an inflation that would bear cruelly on some groups in the commu- 
nity and that would price us out of some of the world markets in which 
we must compete. If that were to happen, we might wake up to find that 
our prodigality had cost us dear. 
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However, we are convinced that there will be latitude to do at least 
some of the things that we believe most Canadians think would be in the 
national interest and that would not be done in the normal course of 
private enterprise. After we have paid for defence what we think we must, 
and have spent on social security what in all the circumstances we think 
we can, we believe there should be something over to spend on other 
national purposes. We suggest that some of our increasing national wealth 
should be used to facilitate adjustments that would make the economy 
stronger and more resilient; to knit the various parts of the country more 
closely together; to finance developments that would indirectly promote 
economic growth and permanently add to the country’s assets; to assist 
regions that may not be keeping pace with the economic progress of the 
country as a whole; and, finally, to encourage Canadians to participate 
more fully in the economic growth of their own country. 


The promise of the economic future as we foresee it is one to command 
enthusiasm. An atomic war would blast it. A deep depression would blight 
it. But failing either of those catastrophes, which we believe it should not 
be beyond the wit of man to avoid, the next two or three decades should 
bring great prosperity for Canadians. There is, however, one further risk 
that might prevent the promise that we envisage from being realized. In 
Canada, as in other countries, there are social tensions latent in the commu- 
nity that in times of stress might come to the surface and cause a serious 
setback to economic progress. There are tensions between regions, between 
races, between various economic groups and between management and 
labour. If Canadians as a whole were to prove indifferent to the economic 
difficulties of particular regions; if the effort of sympathetic comprehension 
between the races in Canada were to be suspended; or if any of the 
economic groups in the community were to make exorbitant claims on its 
resources; in all of these cases the consequent strife and discontent might 
well bring economic progress to a full stop. 


That is as much as to say that, in considering Canada’s economic 
future, we are dealing with the surprising and contrary stuff of human life. 
The future we speak of will be made up in reality of the fortunes of millions 
of men and women whose lives are not bounded by economic interests nor 
explicable in terms of economic categories. We speak of the labour force, 
for example. But we are really referring to myriad individuals each with 
his own desires and sufferings and often possessed by singular and special 
aims. If, in this report, we say little about the watery splendour of human 
life in its real complexity, it is not because we are tempted to over-estimate 
the final importance of material progress. Our justification is that no human 
aim, whether of happiness or achievement or some form of devotion, can 
be entertained without at least a minimum of material goods; and most 
men will need more than a bare minimum if their talents are to be displayed 
and exercised. Nevertheless, it is true that in speculating on Canada’s 
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economic future, we are merely setting the stage on which a multitude of 
separate dramas will be played. Society, though, conditions the possible 
action, and in its turn is conditioned by the economic structure of the 
country. For that reason there is ultimately a connection between the 
numerical abstractions with which, of necessity, we must deal and the 
mysterious quality of life itself. 


Those who built this country showed by what they did that they believed 
its economic future was not entirely beyond their power to control. In 
some respects their problems were simpler than ours. The world in which 
they lived was not so menacing as today, although we should not minimize 
the external dangers and difficulties they faced. Nor was the rate of change 
in their day so rapid as to create such acute problems as we have of adjust- 
ing old values to new circumstances. In other respects perhaps we have 
the advantage of them. New economic theories have suggested new ways 
of controlling the economic environment. Moreover, the nation is now 
much wealthier than it was then, and can perhaps afford to concern itself 
more than they could with the proper distribution of wealth rather than 
with its creation. Even in our ampler circumstances we will probably do 
well to be not so cavalier about economic costs as they sometimes showed 
themselves. But insofar as they believed that within the limits of economic 
reason they could mold the future of the country to their own desires and 
purposes, we commend their spirit to our fellow countrymen as a proper 
guide for the future. It is in that spirit that the rest of this report is written. 


Z 
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WE HAVE found that our minds have been stretched in trying to 
comprehend the breadth and diversity of our own country. But that is 
not enough. It is necessary, at least in thought, to circumnavigate the 
world in order to see Canadian life and problems clearly. Something of 
Canada’s essence is defined by its external relations. Much of its economic 
structure can be explained only in terms of its external trade. Canada is 
one of the few countries of the world that has within its own boundaries 
most of the raw materials necessary to make it a great industrial nation;' 
and since 1945 there have been many discoveries and developments that 
have tended to make it more self-sutficient. But it is, and must remain, 
an open economy highly dependent on foreign trade. The explanation is 
not only that Canada needs to export in order to pay for necessary imports. 
A more important reason is that massive capital development has taken 
place to serve foreign markets. The grain elevators on the Prairies, at the 
head of the Lakes and at Montreal; the double track from Winnipeg to 
Fort William; the railway to Churchill on Hudson Bay; the fleet of special- 
ized freighters on the Great Lakes; these are all heavy investments in 
the future overseas demand for wheat. Similarly, large amounts of capital 
have been invested in pulp and paper mills, iron ore mines, and base 
metals smelters to produce and process raw materials for export to the 
United States, the United Kingdom and other countries. For at least 
50 years the ratio of world trade to total world output has been gradually 
falling. Over the past quarter century, the proportion of Canadian output 
accounted for by foreign trade has also shrunk appreciably and will pro- 
bably undergo a further gradual decline. But any drastic fall in foreign 
trade would mean that the value to us of these great capital assets would be 
sharply reduced and would involve widespread and wasteful dislocation of 
other resources, both human and material, before they could be reassembled 
in a new pattern of production. 


The ships loading lumber on Vancouver Island or aluminum ingots 
on the Saguenay are reminders of how deeply our material well-being is 
involved in the prosperity of other countries, even outside the boundaries 
of North America. But there are other movements that suggest that our 
involvement in the world is even more crucial. The reinforcements flowing 
to the Canadian brigade group and air division in Western Europe, and 
the movement of air-freight for the construction of radar stations north of 
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the Arctic Circle bear witness that decisions taken outside our own bound- 
aries can be matters of life and death for us. We live on a shrivelled planet. 
If we are to have a just view of our future, we must try to have some idea 
of the complex forces that are abroad in the world-wide community. 


Since what is nowadays being put in question is hardly less than the 
survival of the species, it may be as well to begin by remembering how 
much the people of all countries have in common. With international issues 
increasingly reduced to almost biological simplicity, it bears repeating 
that many of the impulses and preoccupations of those living in Rome or 
Delhi — yes, or Moscow — are the same as ours. The gales of change 
that blow about the world are so swift and unpredictable, it is easy to 
forget that they blow over human creatures who share with us the will 
to survive, the need to provide for themselves and their families, the craving 
for community, and the desire to triumph in some way over time. These 
and other human impulses are crossed by different traditions, by different 
habits of thought, and by different aspirations. But they are coming more 
and more to assume their primal importance as people throughout the 
world increasingly share in a common predicament. We begin, then, with 
the light of common day. Yet there are situations, of course, in which it 
cannot penetrate. What we have learned of the last days of Hitler, sur- 
rounded underground by a bizarre court of fanatics, jugglers, quacks, seems 
hard to recognize as part of our own times; in its terrible absurdity we feel 
that it would be more aptly told of the Emperor Tiberius at his most 
demented. And the more recent revelations about Stalin’s latter years 
describe an almost equally lurid and repulsive scene. Aggressiveness, sus- 
picion, self-deluding hostility and hysteria, we are reminded, are also 
intrinsic elements of the human condition, and elements that civilization, 
for all its arts, can scarcely hold at bay. 


The Burden of Defence 


Over all our human encampments, sheltering so much endurance and 
courage and squalor, towers the principal totem of our age — a fireball 
two or three miles across, rising into an atomic cloud supported on a 
slender stalk, through which rush radio-active particles to fall over 
hundreds of miles in a gentle, lethal rain. For the purpose of our forecasts, 
we have had to assume away the possibility that there will be a world- 
wide holocaust and that destruction will be visited on Canadian cities. 
But, in candour, we cannot deny that over the next two or three decades 
we will live under the shadow of that ambiguous emblem. It will influence 
our daily lives, colouring the headlines we read and the hopes we have 
for ourselves and our children. It will have wide effects not only on the 
relations between states but on domestic policy as well. Its implications will 
be as much economic as political since governments, in framing national 
budgets, will have to take into account the risks of war and the necessity 
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of providing an effective deterrent. In considering our economic prospects 
and in devising economic policy, as well as in other activities, we will never 
be able to forget that if the efforts to keep the peace were to fail and if a 
new world war were unleashed, a single hydrogen bomb — of a type that 
perhaps now must be considered old-fashioned — could contaminate with 
radio-active fallout an elliptical area 200 miles or more in length, stretching, 
for example, along Lake Ontario from Hamilton to Kingston or along the 
St. Lawrence from Cornwall to Quebec. 


What, then, are the risks of war? The Soviet Union has frequently 
declared its intention of living peacefully with the rest of the world 
and from time to time turns a more ingratiating face towards the West. 
But it has never abandoned its ambition of Sovietizing the world and still 
insists that there can be no quarter between competing ideologies. We 
may hope that, as the years go by, the rough edges of Soviet policy may 
be smoothed away and more crevices be found in which genuine tolerance 
and understanding may blossom. There have been examples in history 
of creeds ambitious of world domination losing their aggressiveness and 
of revolutions becoming domesticated. But the first process has always 
taken a long time and the second has always been attended by turbulence. 
So long as Soviet Communism cherishes ecumenical ambitions, has such 
little respect for personal freedom, and at the same time possesses such 
powerful weapons of mass destruction, world tensions will persist. It is 
also possible that Communist China, which is at an earlier stage both of 
its industrial development and of its revolution, may become increasingly 
aggressive and increasingly dangerous as it acquires the industrial strength 
and the modern weapons necessary for a policy of expansion. Indeed, 
over the period we have to survey, nuclear weapons may become so widely 
available that they will be at the disposal of even much smaller countries 
with the result that local outbreaks not directly affecting any of the Great 
Powers might have incalculable consequences. 


Since we began our inquiry, the United Kingdom has joined the select 
circle of nuclear powers. But it probably remains true that the Soviet Union 
and the United States are the only two countries with means at their 
disposal of mass destruction on the widest scale. Both of them have in 
their armouries hydrogen bombs capable of destroying even the largest 
city and both of them in all probability have the power to deliver such 
weapons by piloted aircraft against any possible adversary. It seems certain 
that before very long the power of delivery will be immensely increased 
with the production of intercontinental ballistic missiles, which are now 
being developed by both the Soviet Union and the United States. A missile 
of this type fitted with a thermo-nuclear warhead could be launched from 
a small and almost undetectable site deep in the Eurasian land-mass and 
within a few minutes could annihilate any city in North America. Equally 
devastating attacks could be made over shorter distances by intermediate- 
range ballistic missiles or by nuclear weapons launched from submarines. 
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Since the end of the Second World War the Soviet Union has had a 
great preponderance in military manpower and in so-called conventional 
weapons and used this power to extend its control beyond its own bound- 
aries. Further advance was checked by the will of threatened peoples to 
resist; by economic recovery promoted by large-scale assistance, particu- 
larly from the United States; and by the creation of a network of alliances, 
including notably the North Atlantic Treaty. But the principal deterrent 
was the atomic superiority of the United States and the power of its 
Strategic Air Command to deliver nuclear weapons over very great dis- 
tances. This superiority was absolute until 1949 when the United States’ 
monopoly in nuclear weapons was broken with the explosion of an atomic 
bomb in the Soviet Union. However, the United States still had a clear 
advantage in its power to deliver nuclear weapons and in the headstart 
it had made in constructing the hydrogen bomb. Now that the Soviet Union 
also possesses stocks of hydrogen bombs and squadrons of long-range 
bombers capable of intercontinental flights, and is developing interconti- 
nental missiles, there would seem to be a situation of uneasy nuclear stale- 
mate. The deterrent power of the Strategic Air Command is still potent 
and increasing. But it is matched by the deterrent power of the other world 
colossus, which may be of at least as swift and terrible a kind and which 
in any case is formidable enough to drain all meaning from the notion 
previously entertained that nuclear superiority lay with the West. It may 
be that this precarious equilibrium, where each of the antagonists can 
inflict appalling damage on the other, has sobered the Soviet Union as 
well as the United States. Looking into the fiery furnace, they may have 
concluded that their quarrel with the Western world should be pursued 
by other means. But insofar as the idea of atomic superiority has lost 
much of its relevance, new and greater importance attaches to the need 
to maintain the economic and social health of the Western democracies in 
the long competition they apparently face with Soviet Communism; to 
assist the under-developed countries accelerate the pace of their economic 
growth; and finally to exercise a supple and skillful diplomacy, that is 
disabused yet never cynical, hopeful yet ever on its guard. 


Nevertheless, no error could be more fatal than to believe that our 
responsibilities to the future will be fully discharged if we concentrate 
on our own economic development — so long as we spare something 
for assistance to other less fortunate countries and are always on the 
alert to seize opportunities for diplomatic negotiation which might reduce 
international tension and ultimately produce some measure of genuine 
understanding with the Soviet Union. The nuclear weapons that have now 
been perfected and the more dreadful successors that will surely follow 
may prove so revolting to human reason and to such shreds of the idea of 
human solidarity as still are left that they will never be used. The fact 
remains that they were invented and developed for making war. No one 
can be sure they will never again be used for that purpose. Undoubtedly 
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knowledge of the wide and deep scars that they would burn on the planet 
will have some restraining effect. But it is not difficult to foresee events 
which might make a global nuclear war almost inevitable. For practical 
purposes there may now be a situation of nuclear stalemate; but a moment 
might come when, in the opinion of an aggressor, the advantage lay with 
him, even though swift retaliation would ensue. Or a miscalculation might 
be made about the areas considered vital to its interests by one of 
the antagonists. Or efforts to localize comparatively small outbreaks might 
prove unsuccessful, tactical atomic weapons might be used and a nuclear 
holocaust be precipitated. 


In such a global war, Canada would almost certainly be involved from 
the outset. It would be bound by its treaty obligations to the United States. 
It would be bound by its adherence to the cause of which the United States 
is the champion. It would be involved, if for no other reason, because it 
lies only immediately outside the bull’s eye and nuclear weapons carried 
in planes or intercontinental missiles making for targets in the United 
States might fall on Canadian territory. Above all, Canada would be invol- 
ved because the defence of the North American continent can be planned 
only on an integral basis, and as a result the defensive preparations of both 
countries will increasingly interlock.* 


The North Atlantic alliance, of which Canada forms a part, is at 
present defended essentially by the deterrent power of the United States 
Strategic Air Command, supplemented by the United Kingdom Bomber 
Force. Although the retaliatory weapons at the disposal of the United 
States will change, there is no likelihood of their ceasing to be our prin- 
cipal safeguard. The deterrent power, however, is highly complex. It is 
not composed solely of nuclear weapons carried in long-range bombers 
or in intercontinental or intermediate-range ballistic missiles. There must 
be alternate and intermediate bases for the bombers. There must be warn- 
ing systems so that they may get into the air before they are attacked. 
There must be fighter planes to intercept incoming bombers, if possible, 
before they reach their targets and missiles designed to bring down incoming 
missiles or at least derange their delicate control-mechanisms. It is to this 
complex web of air defence that Canada’s military contribution in the 
future will clearly be chiefly devoted. There will continue to be reasons 
for contributing to the covering force that now shields the vital industrial 
centres of Western Europe. But more and more our defence efforts will 
be directed towards guarding the West’s power to retaliate and towards 
protecting our own cities. 


The nature of air defence will be determined by the course of weapon 
development. What the stages of such development will be, is not perhaps 
impossible to predict. But it is extremely difficult to judge how far the 


* The announcement on August 1, 1957, of the establishment of an integrated North Amer- 
ican Air Defence Command is an illustration of this. 
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stages will be telescoped. Canada is now developing a new all-weather 
interceptor, the CF-105, that will be beginning to come into use before 
the end of the decade. It will fly at approximately 1,500 miles per hour 
and will be equipped with rockets that can be guided onto incoming 
bombers. To be fully effective, the new fighter will require a much expand- 
ed and highly expensive environment on the ground, including longer air- 
strips and new radar installations connected by land lines that will feed 
information into semi-automatic data processing machines. By the time 
this new system of defence is in operation early in the 1960’s, it is pro- 
bable that ground-to-air guided missiles will also be coming into use and 
there will be a period when both piloted planes and unmanned guided 
missiles may be available to attack incoming bombers. At any time, how- 
ever, the problems of defence may change radically with the advent of 
the intercontinental ballistic missile. What defence may be found against 
it, is yet unknown. But it seems probable that warning lines will still be 
needed, since it must be remembered that, provided the intercontinental 
missiles being developed by the United States and the Soviet Union become 
operational at about the same time, the equation of mutual deterrence will 
remain unchanged, although the time scale on which the equation will be 
plotted will be greatly compressed. Then it will be the minute, rather than 
the hour, hand that will measure the time taken by the missile to reach 
its target, the time given by the warning system and the time available 
to launch a retaliatory salvo. 


In spite of all the uncertainties about the future course of weapon 
development, it is perhaps not impossible to foresee, at least in very general 
terms, what the requirements of air defence will be over the next 10 or 
15 years and so to identify those industries that are likely to be the chief 
beneficiaries of Canadian defence expenditures. New planes and missiles 
and airfields and launching-sites will be needed and they will probably 
be located further and further north so that there may be a chance of 
intercepting attacks before they reach Canadian cities. The mesh of radar 
stations will become more closely linked, and more complicated equip- 
ment will be installed. The means of detection will be supported by costly 
systems for tracking and interpretation. The industries, therefore, that are 
likely to receive the largest volume of defence contracts are the electronics 
industry and the aircraft industry, although the latter (which could hardly 
hope to exist in Canada were it not for continued defence orders?) may 
find itself producing more and more missiles or components for them and 
fewer and fewer military aircraft as the years go by. The range of other 
industries that will feel the effects of defence expenditures will be wide, 
particularly now that the proportion of the defence budget being spent on 
maintaining the present forces in being and supplying them with personal 
equipment is constantly rising. But for few other industries — shipbuilding 
is a possible exception — will defence orders represent a significant per- 
centage of total output, although such orders may be large enough to give 
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a welcome fillip to particular companies in areas where economic develop- 
ment is lagging behind. 


Since 1951, when an expanded defence programme was adopted as 
a consequence of the outbreak of war in Korea, total Canadian defence 
expenditures have constituted approximately 40 per cent of the federal 
budget, and, over the past five years, have fluctuated between 6 per cent 
and 8 per cent of the Gross National Expenditure.* If the international 
situation were to deteriorate and the world were to seem on the brink 
of war, these percentages might rise sharply. If, on the other hand, the 
military danger were to recede, there could be a substantial drop in the 
defence budget. Failing any such major changes, it seems likely that de- 
fence expenditures over the next two or three decades will increase some- 
what in absolute terms but will represent a smaller proportion of the 
national expenditure than they do at present. Obviously the annual deci- 
sions that will have to be taken on this subject will be influenced by an 
appraisal of the risks of war as they may seem at the time, and by an 
appreciation both of weapon development and of what expenditures may 
be required in order to help provide an adequate deterrent against pos- 
sible attacks. If the present enigmatic peace continues, these military con- 
siderations will have to be balanced against an analysis of hostile economic 
and diplomatic penetration in various parts of the world and a calculation 
of what might be the cost of useful counter measures. Another offsetting 
consideration will be the question of how large defence expenditures can 
be borne by the Canadian economy over the long run without inhibiting 
its growth or sapping its resilience. All these considerations will presumably 
be considered relevant in other countries as well. In addition, Canadians 
will no doubt want to take into account the comparisons that may be 
drawn between their own defence expenditures and those of the United 
States. A much wealthier country can support substantially larger defence 
expenditures, even on a per capita basis. But Canadian public opinion 
will probably expect Canadian defence expenditures to bear a respectable 
relation to those being made by the United States, if, as may be expected, 
the Canadian view of the international situation is not very different from 
that held by the United States and particularly if, as is true at present, 
large sums are being spent by the United States for military installations 
on Canadian soil. How ail these conflicting considerations will be resolved, 
will vary from year to year. But if we may hope that the defence burden 
will decline somewhat in relative terms, there seems no doubt that it will 
continue to be heavy. 


The Promise of Technology 


Inevitably a promethean age creates burdens —- burdens of defence, 
of anxiety, of foreboding. But it brings opportunities as well. As the 


* Gross National Expenditure is, of course, the counterpart of — and equivalent to the — 
income that constitutes Gross National Product. 
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secrets of nature are split open not only is a whiff of impending chaos 
released, but there is more opportunity of building a Periclean democracy, 
with machines replacing the slaves. The electronic developments that have 
been made for the purposes of defence can be used to eliminate drudgery; 
and nuclear reactions may be controlled to produce innocent energy and 
to carry out some industrial processes that would otherwise be impossible. 
It seems likely that nuclear power will first become of importance in coun- 
tries where other energy supplies are neither so cheap nor so abundant 
as they are in Canada. Even in this country, however, it is probable that 
twenty-five years from now perhaps 10 per cent of ail the electric power 
generated will come from nuclear installations. In the more settled parts 
of Canada nuclear power will remove the spectre of shortages, while further 
north smaller plants may become an economical means of meeting the 
energy requirements of distant mines, pulp mills and other settlements. 
In such marginal ways at least, the terrible forces that have been unloosed 
may be tamed by human skill, as in the past man has put his bridling hand 
on the white manes of rapids and waterfalls. 


Although Canada contributes to scientific and technological research, 
it is something that transcends national boundaries. It forms a community 
of its own of which men of many races and nationalities are free, and so 
is part of the international environment that surrounds us. Not only is 
there no such thing as a Canadian physics or chemistry, but Canada is 
a large net importer of scientific and technological discovery. We are 
dependent for much of the technological research needed by our industries 
on work done in the United States and other countries, and our scientific 
indebtedness is even more widely spread. As it becomes possible to trans- 
mit electricity over greater and greater distances, thanks will be due to 
the pioneer efforts of scientists in Sweden as well as in Canada. As our 
transcontinental air services fly on faster and faster schedules and so bind 
the country more closely together, much of the credit will belong to those 
in the United Kingdom who invented the jet engine. In some fields Can- 
adian scientists have made discoveries that have received wide recognition. 
This is particularly true of medicine. There are other fields in which our 
climate and topography have provided the spur for inventions that have 
been widely used in other similar parts of the world. New strains of wheat 
to be grown in northern latitudes have been as successful in the Soviet 
Union as they have been in Canada; and water-wheel generators developed 
here are used in many other countries whose hydro-electric resources re- 
semble our own. For a comparatively small country, our contributions 
have not been inconsiderable. But, given the rarity of the highest kind of 
scientific and technological genius, it is inevitable that most of the advances 
to transform Canadian life should come from abroad. Typical, perhaps, 
is the part played by Canada in the development of nuclear energy. Lord 
Rutherford carried out research on radio-activity at McGill University 
for a few years, although, of course, his great work was done in the Caven- 


THE WORLD ENVIRONMENT 


dish Laboratory in Cambridge. Fundamental work of an important kind 
was also done at the University of Toronto under Sir John McLennan. 
When it was decided in 1940 to try to construct an atomic bomb, the 
level of physical research in this country was high enough for the Govern- 
ment to claim successfully that Canada should participate in the project 
with the United States and the United Kingdom. The reactors built at 
Chalk River as a result of that decision have been the source of much 
new information in the field of nuclear physics. Yet such contributions are 
properly thought of as only one tributary to the stream of research that 
has been fed from many parts of the world. 


The most remarkable feature of world progress in recent years in 
science and technology has been the acceleration of pace. “The greatest 
of the changes that science has brought,” Dr. Robert Oppenheimer has 
written, “is the acuity of change; the greatest novelty the extent of novelty. 
Short of rare times of great disaster, civilizations have not known such 
rapid alteration in the conditions of their life, such rapid flowering of 
many varied sciences, such rapid changes in the ideas we have about the 
world and one another.’ It was only in 1939 that Emil Hahn made the 
fundamental discovery about the uranium nucleus that made nuclear fission 
possible. Yet less than six years later, the first atomic bomb was exploded 
over Hiroshima. And in other fields, technical progress has been almost 
as rapid. The proliferation of new chemicals to be used in the manufacture 
of plastics, synthetic rubber, and for the bonding of plywoods and glass 
has come so quickly that one very large chemical company in the United 
States now estimates that more than 50 per cent of its sales are in products 
introduced commercially only within the last 25 years.* 


Much of this progress has been accelerated by the requirements of 
defence. But there is an even deeper reason for the quickening pace. 
It is a characteristic of science that matters which once were the object 
of research and speculation quickly become tools for further advance. 
The particular electro-magnetic waves, for example, that are used in radar 
have themselves become valuable probes and have been productive of new 
discoveries. Similarly, controlled radiation from nuclear reactors has thrown 
new light on the firmament of the nucleus and has also been used to 
render a wide range of substances radio-active, so providing valuable 
new instruments for research in biology and in the strength of materials. 
It is as though science were a relay race where the baton held by the 
runners had properties that enabled each lap to be run faster than the 
Jast. 


One consequence of the swiftness of the race has been that the 
distinction between science and technology has grown less sharp and less 
important. How much of the research done to produce nuclear weapons 
was theoretical and how much applied? Scientific discoveries opened up 
technological possibilities on which engineers went to work. But their 
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achievements — and their failures — posed new scientific problems which 
had to be solved before further technological progress could be made. 
And of course there have been other forces besides defence requirements 
that have been at work to translate scientific discoveries without delay 
into new goods. The pressure of competition and the imperious need to 
earn a profit on the large capital outlays required for many modern 
industrial processes have stimulated interest in possible by-products and 
promising innovations; the scarcity of labour in times of full employment 
and the pressure for higher wages have made necessary the development of 
machinery to increase output per man-hour; and the arts of advertising 
have been used to persuade the public that they want the new consumer 
goods that industry can turn out. What one has to picture is a set of 
great driving wheels — the anxieties of defence planners, the absorption 
of scientists in their chosen specialities, the competitive ambition of entre- 
preneurs — all accelerating the rate of change and combining to form 
a process in which product development and industrial research and 
theoretical inquiry are closely linked. 


If all forecasting is hazardous, it is particularly difficult to guess what 
technological changes will have wide application in the future, since no 
one can tell what fundamental clarifications of our understanding of the 
physical world may be produced by luck and genius, and since this is 
the unpredictable basis of technological progress. Yet any view of the 
next two or three decades would be incomplete without some idea of the 
possible changes that science and technology may bring. If we must guess, 
we can perhaps comfort ourselves with the reflection that there are senses 
in which the future is here already. It is here in the sense that there are 


developments already visible that will spread and become of much greater 


economic significance. After walking through a highly automated chemical 
plant costing approximately $80 million and yet operated on some shifts 
by only 70 men, and after, in particular, having seen the whole operation 
supervised by two technicians who merely glance along a wall of gauges 
in the control room and every two hours log down the readings, the 
visitor may come away feeling that he has seen the future — and it works.® 
There is another sense as well in which the future is already present. It is 
present in the sense that the appetite for innovation and profit is now 
influencing planning and effort. So there may be some basis for talking 
about the changes that the future may hold, even though it must be realized 
that there is no way of ascertaining which of all the myriad possibilities 
will be realized. 


In recent years the most spectacular changes in man’s understanding 
of his environment and in his power to change it have been made by the 
physicists; and their work will undoubtedly continue to be the source 
of widespread innovations. In addition to generating energy, nuclear re- 
actions may be used to sterilize food and to produce catalytic changes, so 


THE WORLD ENVIRONMENT 


increasing the variety of available chemicals. Automation will spread, and 
electronically controlled systems will increasingly be installed in industrial 
plants and where a large volume of clerical work has to be done. Electronic 
developments will also make possible improvements in communications. 
Colour television will be supplemented by facilities for receiving program- 
mes from overseas and also for recording programmes for repetition at 
the individual’s pleasure. Through the use of transistors, radios and tele- 
phones will be reduced to much smaller sizes and will become more port- 
able. In the field of chemistry new uses for plastics will be developed and 
new ways of making them. It may become convenient and economical, 
for example, to pour houses entirely out of plastics in a single operation. 
It also seems certain that chemistry will more and more become the per- 
vasive science both in metallurgy and in the forest products industry. 
Chemicals will be put to wider use to leach out minerals from the ore 
and to separate wood fibres and recombine them in new forms. In metal- 
lurgy the spread of chemical processing will make possible more conti- 
nuous flow operations and more complete recovery of all the minerals 
that the ore may contain. Present operations in many pulp and paper mills 
are already highly automatic; but wider application of chemical processing 
will here again enable fuller use to be made of the raw materials. In both 
fields one result will be to widen the store of materials that can be profi- 
tably exploited. The biological and medical sciences, it may be hoped, will 
come into their own if only because of apprehension about the effect of 
radio-activity on human genes and the risk of mutations that might destroy 
the race. Experiments to test the effect of radio-activity on plants and 
animals and to deliberately induce mutations may result in hardier and 
more productive strains and so increase agricultural yields. More funda- 
mental physiological research may throw light on how cells grow and 
divide. This may lead to knowledge of how to check the uncontrolled 
multiplication of cells that occurs in cancer and may even suggest how 
to mitigate the effects of aging.® 


But that may be to look too far into the future, since it assumes fund- 
amental discoveries that have not yet been made. If we were to follow 
that path, we would have to consider even more startling possibilities. 
Knowing that already the earth has been ringed by artificial satellites, we 
would have to take into account the possibility of interplanetary travel. 
And remembering that even now silk stockings and vanilla and newsprint 
are all made from wood fibre, we would have to scan the horizon for an 
age of metamorphosis in which almost anything could be made from 
anything else and where the nature of the initial raw material would be 
comparatively unimportant. 


It is time, though, to decelerate through the stratosphere and return 
to the known world. After all, twenty-five years is not an inhuman distance 
to peer into the future. We, or our children, will see the world as it will 
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be then, and we can be fairly confident that whatever technical revolu- 
tions may be in store will not work themselves out so rapidly as to make 
it wholly unrecognizable. In all probability iron and steel, for example, 
will be of as great economic importance then as they are now; and many 
other raw materials will not have been displaced. We can be even more 
certain that the people of the world will not have changed radically. To 
speak only of Canada, we can be sure, if we can be sure of anything, that 
twenty-five years from now boys will still be going on camping trips and 
gardeners will still be growing sunflowers against the backyard fence. 


Some World Trends of Economic Importance 


The two most obvious conclusions of economic significance that 
emerge from surveying the peoples of the world would seem to be that 
world population is growing rapidly and that there are secular trends 
of opinion that may have as wide economic effects as other trends that 
are more amenable to measurement and analysis. If man sometimes seems 
an alien among the heights and abysses that have been opened up by his 
own scientific brilliance, he has managed more successfully to place himself 
near the centre of the economic universe. Ideas of what should be possible 
have been sown on the wind; have won wide acceptance; and have led 
economists and others to undertake the hard labour of trying to elaborate 
new theories and find new practical measures that would enable such 
hopes to be realized. The new structure is incomplete and in some respects 
untested. But it promises to be more habitable than any that has ever 
been known before. 


a) World Population Growth 


A word first, though, about world population growth. The increase 
that began in Europe towards the end of the seventeenth century and spread 
to other continents is still continuing. In preparation for the World Popu- 
lation Conference in 1954, the United Nations drew up population forecasts 
for the main areas of the world; and these have been revised by a member 
of our staff’ to take into account new information that has since become 
available about the population of China and the Soviet Union and new 
population forecasts that have since been made both for the United States 
and Canada. These revised world estimates are shown in Table 2.1. 
Obviously they must be regarded as being even more conjectural than the 
estimates made for us of Canadian population growth, since they rest, in 
the case of many countries, on very sketchy census material. But if that 
warning is borne in mind, they can be of value in indicating the probable 
dimensions and continental distribution of the world population growth 
that is to be anticipated. In any case, they suggest that world population, 
which is currently increasing at an average annual rate of 1.3 per cent, will 
be almost 50 per cent greater twenty-five years from now than it is at present, 
rising from an estimated total of 2,690 million in 1955 to a projected 
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total of 3,730 million in 1980. The population of Europe over the same 
period and according to the same estimates may rise from 606 million to 
748 million, and would then form a somewhat smaller proportion of the 
world total than it does at present. Concurrently, the population of North 
America may rise from 183 million to 270 million, with little, if any, 
change in its relative importance. A clear majority of all the people in the 
world now live in Asia, and its percentage of the total may be expected to 
rise slightly over the next twenty-five years, since its rate of annual growth 
would appear to be somewhat higher than the world average. The absolute 
increase to be expected in Asia over the next quarter century is so great 
that by 1980 that teeming continent alone may have a larger population 
than the total population of the world in 1930. The rate at which population 
is growing in Central and South America is higher than anywhere else and 
its population will probably surpass that of North America sometime within 
the next decade or two. Population is expected to grow in Africa at a rate 
close to the world average and its share of the world total is therefore 
likely to remain fairly constant at about 8 per cent. 


b) Currents of Opinion 


These last three regions — Asia, Central and South America, and 
Africa — together include approximately 70 per cent of the world’s popu- 
lation. By and large, they are areas that are economically under-developed 
and it is here that the ferment of one of the great new ideas influencing 
economic growth is most apparent. It is the idea that all the peoples of the 
world should be able to benefit from technological change. Some of the 
under-developed countries have only recently emerged from semi-barbarism. 
Others have long traditions of civilization but for centuries have lain in 
lethargy. All of them, however, are passionately of the belief that they 
must rid themselves of crushing poverty if they are to make the most of 
their present human resources and of their past accumulations of wisdom. 
The report of the Commonwealth Consultative Committee that initiated 
the Colombo Plan, in speaking of the ancient civilizations of South and 
South East Asia, expressed the determination that these human riches 
should be liberated from the cloud of poverty so that they might “contri- 
bute toward the self-realization of individuals, toward the fulfilment of 
national aspirations, and toward the enhancement of the lives of other 
peoples throughout the world. The progress of science and technology has 
suggested ways in which this may be done; and, in an age when other 
countries are increasingly reaping the advantages of scientific and indus- 
trial advance, the hastening of a similar process in Asia cannot safely be 
delayed.”’§ 


The under-developed countries have watched what has been accom- 
plished in the West and, through other methods, in the Soviet Union by 
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the application of science and technology; and clearly the outcome of the 
competitive struggle in which we are engaged will be affected not only by 
military comparisons but also by the comparisons drawn in under-developed 
areas, first, between our economic progress and stability and what is 
achieved in the Soviet Union, and, second, between the economic assist- 
ance that the two rival systems can make available. For a corollary of 
the idea that all the peoples of the world should be able to benefit from 
technological change is that under-developed countries may expect help 
from countries with more advanced technologies and with a higher stand- 
ard of living. This is a principle that would seem to be as dangerous to 
deny as it is difficult to accept. It is difficult to accept because unless the 
aid is skillfully directed and unless under-developed countries are taking 
the initiative to create the conditions in which it can be effective, it may 
result in an almost meaningless dissipation of resources. It is dangerous 
to deny because under-developed countries that are not assisted by the 
West may turn elsewhere for assistance or may so lose all hope of economic 
betterment that they may be prepared to sacrifice the possibilities of poli- 
tical and individual freedom in exchange for an economic system that 
seems to promise a higher standard of living. Moreover, in a shrunken 
world the idea of humanity must have wider practical relevance. It may 
gradually become as unacceptable to the conscience of the West as it is 
now to the aspirations of the under-developed countries that there should 
be such gross disparities in human welfare throughout the world. In a 
remarkably short time the notion that such disparities cannot be tolerated 
within a single state has been accepted in almost all Western countries. 
To apply that principle throughout the world will be a much longer and 
harder task. But the issue has been raised and can hardly be wished away 
— even if Canadians were so disposed, which we do not for a moment 
believe. 


The problems of economic growth in the under-developed countries 
are strongly coloured by nationalist sentiments. Many of these countries 
have only recently emerged from colonial status and believe that colonialism 
not only retarded improvement in their standards of living but distorted 
the structure of their economies. Now they are intent on fashioning an 
economic structure more to their own wishes. Sometimes nationalism may 
provide the motivation for economic policies in the under-developed coun- 
tries that may prove more costly in the long run than they are inclined 
to think and which may twist their economies in one direction as far as 
they believe them to have been twisted in an opposite way in years gone 
by. Nationalism certainly also complicates the problem of extending econo- 
mic aid effectively. But at the same time the achievement of national 
independence has provided a new opportunity for tackling the problems 
of economic development in these areas and has supplied new ardour for 
the attempt. 
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Not that nationalism anywhere in the world can be considered to 
be a spent force. Notwithstanding all the new international responsibilities 
of the United States, the conviction is strong there that the first objective 
of policy should be to maintain and increase the strength of the United 
States within its own borders if its new responsibilities are to be success- 
fully fulfilled; and this conviction influences commercial and agricultural 
policy as well as the recurrent debates on defence. In Western Europe, 
the historic home of modern nationalism, the ancient panoplies have been 
hallowed by fresh victories and fresh defeats. National shrines have been 
sanctified because they became rallying points of resistance to the op- 
pressor. Some Europeans have drawn the conclusion from new weapons, 
from the large-scale production that modern technology requires, and from 
the increasing polarization of the world between the United States and 
the Soviet Union, that larger groupings in Western Europe are necessary. 
But old traditions —- and vested interests —- are strong. And others, con- 
templating the new barbarisms, believe more firmly than ever that the 
ancient nations in Europe still have their own distinct, civilizing missions 
to perform. Whatever the reasons may be, it would clearly be mistaken 
to expect that the colours in any of the national blazons will quickly fade 
even in the apocalyptic light that modern science has created. Indeed, it 
may be argued that they are quietly and almost accidentally being restored 
by one of the effects of modern economic thought. 


The idea that society has a responsibility to provide minimum standards 
of welfare for all its members has been making headway in the West for 
at least a hundred years; and the idea that the state should assume this 
responsibility is almost as venerable. Such ideas could hardly produce 
results of more than marginal charity, indeed could produce little more 
than a painful discord between mind and conscience, so long as it was 
believed that, if all artificial obstacles were removed, the automatic work- 
ing of economic laws would result in the most productive allocation of 
resources. The flaws in that dogma were first convincingly revealed by 
Lord Keynes. Examining the flows of expenditure that sustain employment, 
he detected an inherent probability that situations would recur in which 
savings would not be put to work to produce all the goods and services 
of which the economy was capable. The result would be unemployment. 
The remedy was for those in control of national budgets and national 
currencies to take deliberate action at such times to increase the flows 
of expenditure for both consumer and capital goods. In periods when un- 
employment seemed to threaten, national governments should be prepared 
to run budgetary deficits. Conversely, in periods when effective demand 
for goods and services threatened to bid up the general level of prices, 
governments should budget for a surplus in order to drain off some 
of the excessive purchasing power. Lord Keynes’ analysis also provided 
sanction for social security measures that would ensure at least minimum 
flows of expenditure even in times of slack business activity. All this mark- 
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ed a revolution in economic thought comparable to the revolution in theo- 
retical physics that had been effected by Einstein only a few years pre- 
viously. Only in this case it was a revolution that enabled man to stand 
at the centre of the economic orbits and to play with them as though they 
were his own instead of leaving him as a spark among the expanding 
nebulae. 


It will be seen that one of the secondary effects of this revolution is 
to enhance the importance of national governments. They alone have con- 
trol over currencies and can regulate the supply of money at will. They 
alone have budgets large enough for such budgetary changes as they may 
introduce to have significant effects on the economy as a whole. And they 
know that public insistence on the maintenance of high levels of employ- 
ment is so strong that they would almost certainly be turned out of office 
if their endeavours were to prove unsuccessful. It may be that in time 
techniques will be devised for co-ordinating the employment policies of 
various national governments. Already exploratory efforts in that direction 
are being made by the United Nations and by the Organization for Euro- 
pean Economic Co-operation. But it will be many years before that ob- 
jective can be realized. In the meantime, the fact that the public in every 
Western country expects its national government to protect it against wide- 
spread unemployment and the fact that the highest level at which such 
action can be taken is at the level of national policy mean that nationalism 
has acquired a new justification and a new source of strength. 


Admittedly it is too soon to judge how the new theories and the 
new measures to combat cyclical fluctuations in business activity will 
survive a major test. It must also be admitted that the new discoveries 
have raised new problems. In an age of full employment who will be found 
to do the dirty but necessary work? If government expenditures for desir- 
able public works are to be deferred until there is a serious recession, will 
they be postponed indefinitely? What can be done to prevent inflation from 
becoming endemic? But to live and wrestle with these problems may be 
a small price to pay for deliverance from mass unemployment. 


The winds of opinion will continue to blow across our borders carry- 
ing seedlings of new promise and new problems. We will also be open 
to rapid technological change, which will bring new challenges to our 
industries. We will feel the repercussions of political changes throughout 
the world and probably will continue to live under the threat of nuclear 
destruction. The only constant will be the certainty of change. That is a 
banal enough conclusion. But it may not always be easy to accept the 
prescription that would seem to follow from it. We will have to keep 
our minds and policies supple to deal with changing circumstances. We will 
have to keep our industries flexible so that they may adjust themselves 
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to changing demand and changing technology. Among the countries of 
the world we may count ourselves to be particularly fortunate and happy. 
But it would be folly to forget how deeply involved we are in a wider 
future. For, to borrow the terms used by Alfred North Whitehead, the 
world’s occasions are all immanent here. 


3 


CANADA AND THE UNITED STATES 


CANADA AND the United States live in a kind of symbiosis — two 
organisms separate and distinct, each with its own ends and laws; but 
highly interdependent, indissolubly sharing the same continental environ- 
ment and, in spite of a great disproportion in wealth and economic power, 
each necessary to the other. 


How closely the Canadian economy is intermeshed with that of the 
United States will appear in the following pages. But even the United 
States, a giant though it is in comparison, with a population 11 times 
as large as Canada’s and a national income 15 times as large, has had 
reason during recent years to become aware of its need of its northern 
neighbour. If Canada must rely in large measure on the United States for 
defence against possible attacks, the United States requires Canadian co- 
operation for its own security. Simultaneously the United States has become 
aware that it is now a deficit country for many important raw materials 
which Canada can supply. Through much of this century the United States 
has imported nickel, asbestos, wood pulp and newsprint in large volume 
from Canada. But it was made clear in the report of the President’s Mate- 
rials Policy Commission (the Paley Commission) that the United States 
now needs to import, in addition, large quantities of iron ore, copper, 
lead, zinc and petroleum and that its dependence on foreign sources of 
supply for these raw materials will increase over the next twenty years. In 
relation to the size of its economy, the United States of course has a much 
smaller stake in foreign trade than Canada. In 1955, for example, commo- 
dity imports accounted for only about 3 per cent of its Gross National 
Product and commodity exports for only 4 per cent, whereas the compar- 
able percentages for Canada in the same year were both close to 17 per 
cent. But of all United States imports in that year Canada provided 23 per 
cent. Not only was Canada the United States’ principal supplier; it was 
also the United States’ largest customer, as it has been ever since the end 
of the War, buying goods in 1955 to a total value of $3,452 million, or 
more than all the Latin American countries combined. These facts are 
known and appreciated by many in Washington, by American exporters 
who recognize the importance of the Canadian market and by American 
businessmen who have invested in Canada or who rely heavily on Canadian 
sources of supply. They are not perhaps fully realized by public opinion 
in the United States at large. Indeed, it may be unrealistic to expect that 


35 


36 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


they should be. Few Canadians, on the other hand, can be unaware of the 
pervasive intimacy of their economic relations with the United States. 


Some first sense of how intimate those relations are may be obtained 
by considering the complications that arise from time to time from the 
long indenture of the common border. If a submarine cable is to be laid 
across the Strait of Georgia to transmit electric power to Vancouver Island 
from the mainland, it may be found that the most direct route lies through 
United States territory, so that permission must be sought from the Federal 
Power Commission in Washington. If an outbreak of foot-and-mouth 
disease necessitates closing the border temporarily to Canadian shipments 
of livestock, meat, and some other commodities (including hay and straw) 
in which the virus might be carried, not only are serious problems raised 
for cattle exporters and meat packers but mining camps in the Yukon are 
threatened with a stoppage of meat shipments to them across the Alaska 
Panhandle and farmers in Quebec and New Brunswick are deprived of 
the supplementary income that they could have earned by driving across 
the border with a team of horses to cut wood in the lumber camps of Maine 
and Vermont. It is also at the border that the most vivid sense is to be 
obtained of the gaps in the Canadian economy and of its dependence on 
United States output for many parts, components and materials that are 
not yet produced in Canada. To watch one truckload after another of 
structural steel beams roll across the bridge at Fort Erie or one freight 
car after another stacked with automobile body-stampings cross the river 
at Windsor is to receive an indelible impression of one important way in 
which the two economies fit together. Nor are the thousands of border 
crossings that Canadians make every day of the year without wide econo- 
mic significance. A businessman flying to New York to clinch a deal or to 
attend a meeting of a trade association; a retired couple driving down to 
Florida or California to spend the winter; a student entering to take advan- 
tage of a fellowship offered by an American university; an expert on his 
way to a conference of his professional colleagues; such travellers may or 
may not have American goods to declare on their return but they all 
bring back with them something of American tastes, standards, customs 
and ideas. These are also spread with particular thoroughness in Canada 
by American periodicals, radio, television and films. As a result, there are 
probably no other two countries in the world that have such a close identity 
of consumer preference or business psychology. 


Even if Canada were in the antipodes, however, we would feel the 
economic influence of the United States, and Canadian economic analysts 
would be busily scanning the figures of American steel production, car 
loadings, housing starts, consumer credit and other indicators for hints of 
the probable course of business activity in the United States. For the United 
States has been dominant in the world economy for some three decades. 
We need not describe here the manner in which it achieved economic 
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supremacy or the many and varied ramifications of this development. What 
is pertinent is the overwhelming degree of its industrial superiority. As is 
pointed out in the study made for us of Canada-United States Economic 
Relations, if the countries within the Communist orbit are omitted from 
the calculations, the United States produces about half of total world indus- 
trial output, generates more than half of world investment, creates about 
40 per cent of world money income, and accounts for approximately 16 
per cent of international trade. When all due allowance has been made 
for the hazards of statistical generalizations of this kind, these remain facts 
of inescapable importance which form part of the framework for any 
realistic discussion of international economic relations generally and of 
economic relations between Canada and the United States in particular.’ 


There are a number of questions, we suppose, that come to the mind 
of any Canadian when he thinks of economic relations between the two 
countries. Is the gap between the standard of living in Canada and in the 
United States likely to narrow or widen over the next two or three decades? 
Is the control of Canadian industry likely to fall more and more into 
American hands? How successful will the United States be in its efforts 
to master the business cycle? Will Canada become more or less vulnerable 
to business fluctuations generated in the United States? Will our economic 
relations with the United States become more or less intimate? To what 
extent will the rate of Canada’s economic growth be determined by econo- 
mic growth across the border and to what extent will it show some degree 
of autonomy? To seek answers to these questions we must turn to aggregate 
statistics and to the main links that mesh the two economies together — 
links of trade and investment and the institutional links between businesses 
and trade unions on both sides of the border. 


Principal Economics Links 


Until a few years after the end of the War the pattern of Canada’s 
trade was triangular. Our imports came predominantly from the United 
States while our exports went predominantly overseas; and our deficit on 
current account with the United States was covered not only by capital 
inflows when the investment climate seemed favourable, but also by the 
surplus earned through our trade with other parts of the world. Vestiges of 
that trading pattern are still discernible. It is still true that we buy from 
the United States more than we sell, while we sell to the United Kingdom, 
to other sterling area countries and to Western Europe more than we buy, 
using the net proceeds of our trade with those areas to help meet our 
deficit with the United States. But our trade is now concentrated so pre- 
ponderantly on the United States that for most purposes it has ceased to 
be useful to think of it as being triangular. We cannot afford to neglect 
any of our export markets. But new trading patterns have been drawn since 
the end of the War, and the old triangular configuration has been so 
narrowed as to be almost unrecognizable. 
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So far as there has been a change in the geographical pattern of 
Canadian imports, it has been gradual. Since the turn of the century 
Canada has imported more largely from the United States than from any 
other country; and the percentage of imports coming from that source has 
grown slowly but steadily until in 1955 it stood at a little less than 75 per 
cent of the total. Imports from across the border range from oranges to 
bulldozers, from coal to cotton textiles. But they are chiefly composed of 
machinery and equipment, consumer durables, and miscellaneous manu- 
factured consumer goods. It seems likely that the volume of imports of 
such commodities will increase relatively faster than other items in the 
total import bill. If that turns out to be the case, we may expect a further 
increase in the percentage of imports coming from the United States. 


The change in the geographical distribution of our exports, on the 
other hand, has been sudden and extreme. In 1947, as is shown in Table 
3.1, the United States took 38 per cent of our merchandise exports, which 

Table 3.1 


DESTINATION OF CANADA’S DOMESTIC EXPORTS 


(PERCENTAGES OF TOTAL DOMESTIC EXPORTS, EXCLUDING 
GOLD, TO ALL COUNTRIES EXCEPT NEWFOUNDLAND) 


Continental 
Western Other 
US. U.K. Europe countries 
1B Fey bs < ig ei ak 36 38 9 Li 
TOAG Vee oo oe eae 38 27 LZ 23 
POAT ates. Peete 38 28 11 25 
LAS ee eens Cee 50 23 10 i 
19 AO A EE Bice 50 24 8 18 
‘PRO Boe MER ey eek 65 15 6 14 
| LS Doe IES Asa Ue Raa oT 59 16 9 16 
POS 2 teen on oe ee 54 17 10 “19 
TOS Ss I ee 59 16 9 16 
LOD4 ee Gael hoe 60 ly 9 14 
TODS: Scala ena ere 60 18 8 14 


a Rounded, so that the total equals 100 for each year. 


SourcE: Roger V. Anderson, The Future of Canada’s Export Trade, 1957, a study for the 
Commission, Chap. 2, p. 36. 
was about the same proportion as in 1928 or 1937. By 1950 the propor- 
tion had risen to 65 per cent. The next year it slipped back, but only to 60 
per cent, and currently fluctuates around that figure. What happened to 
produce such a remarkable shift in so short a time? Well, lumber which 
could not be sold in the United Kingdom because of currency difficulties 
found a market in the United States. The export controls that, since the 
early years of the War, had prevented sales of livestock across the border 
were lifted and meat and cattle to the value of more than $100 million were 
exported in 1948. The depreciation of the Canadian dollar to a 10 per cent 
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discount against the United States dollar in September 1949 provided Can- 
adian exporters with an advantage in the United States market over domestic 
producers. By 1950 the defence build-up in the United States consequent 
on the outbreak of war in Korea in June of that year was already under 
way and was resulting in some defence procurement in Canada. But some 
of these developments were of a temporary character and none of them 
goes deep enough to explain the fundamental re-orientation in Canada’s 
export trade that has taken place. 


What has happened essentially would seem to be this. The United 
States has been growing at such a rate that it is now the most productive 
economy that the world has ever seen and has far outstripped all its rivals 
in the West. There would seem to be a presumption that such a rapid 
economic growth would result in a heavier concentration of Canadian 
exports on that market. That presumption remained unrealized through the 
1930’s because of the long-continued severity of the depression in the 
United States and because shortages of base metals and petroleum had 
not yet developed. The War greatly increased the United States’ productive 
capacity (as it did that of Canada) while it impoverished the countries of 
Western Europe, so tilting the economic balance of power immensely in 
favour of North America. But the patterns of trade during the War years 
were so abnormal that they seemed to offer no guide to what might be 
expected in the post-war period. For a few years after the War the emerging 
realities were masked by the substantial credits which Canada extended 
to many of its European customers, notably the United Kingdom, in an 
effort to assist in the rehabilitation of the war-torn economies and to main- 
tain traditional markets overseas, and in the hope that a liberal regime of 
world trade could be restored and the triangular pattern of Canadian trade 
recreated. But by 1947 the Canadian credits were petering out (although 
in the following year generous United States grants under the European 
Recovery Programme were beginning to finance some Canadian exports 
under the system of off-shore purchasing). At the same time the United 
Kingdom was undergoing the first of a series of exchange crises after a 
premature attempt to make sterling convertible, and Canada as well found 
itself in exchange difficulties because of a combination of heavy investment 
at home and exporting on credit abroad. The forces that had been latent 
in the situation then sprang to life. The relative ability of overseas countries 
to import from Canada was now seen to have been gravely weakened. 
Concurrently, new markets opened up in the United States, which were 
fostered by the deliberate efforts of Canadian producers. This redirection 
of trade was supported by continued high levels of business activity in the 
United States, by raw materials shortages there, and by the discovery of 
new resources in Canada. It now shows every sign of being permanent. 
Indeed, there will probably be a substantial increase over the next two or 
three decades in the share of Canada’s exports moving across the border. 
This is partly because much of the capital invested in recent years in the 
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discovery of petroleum and in the development of iron ore has not yet 
resulted in the flow of exports to the United States that it was intended 
sooner or later to produce. It is also partly because other exports includ- 
ing, for example, uranium and the non-ferrous metals, which are marketed 
chiefly in the United States, are likely to grow proportionately more than 
exports such as wheat, which are marketed chiefly overseas. 


If in considering the direction of our exports it is possible to look back 
and pinpoint a brief period in which occured a change of lasting importance, 
in considering United States investment in Canada, we stand rather in the 
very thick of change. Since the end of the War there has been a great 
acceleration in United States investment in Canada, which still seems to 
be continuing. Even in the inter-war period the growth of capital invested 
in Canada by United States residents was substantial. Until the First World 
War the chief source of external capital to finance our economic deve- 
lopment was the United Kingdom. But so long ago as the early 1920’s (as 
is shown in Table 3.2) investments by United States residents began to 
exceed those held in the United Kingdom; and in fact United Kingdom 
investments in Canada have never again reached the peak they attained 
in 1914, while United States investments have continued to grow. Since 


Table 3. 2 
FOREIGN CAPITAL INVESTED IN CANADA 
SELECTED YEAR ENDS 1900-55 
(millions of dollars) 

Total 

Amounts owned by non-resident 

Se investment 
Year U.K. J, US; % Others Ue 

POCA Fre ether ie 1,050 85 168 14 14. 1 1,232 
LD LOC elt, ngetea NG 2,778 72 881 23 178 5 2,837 
HO Tes Ose tere eee 2,729 60 1,630 36 174, 4 4,536 
TO2G See e Kise 2,637 44 3,196 53 170 3 6,003 
1930 aoe ie nie 2,766 36 4,660 61 188 3 7,614 
FORO rare Wess 2,476 36 4,151 60 286 4 6,913 
LOA Smee rer: 1,750 25 4,99C 70 352 5 7,092 
Oa er aw eats 1,610 22 5,567 74 Bo2 4 7,509 
TOS 4 ene ack 2,181 {ke 9,692 TF: 704 6 12 
BOSS Syrike aves D347. 17 10,289 Ta 832 6 13,468 


a Estimated by Dr. Jacob Viner, Canada’s Balance of International Indebtedness 1900-1913, (Cambridge, 1924). 
b Estimated by Professor F. A. Knox in Excursus appearing in Marshall, Southard and, Taylor, Canadian- 
American Industry, (New Haven, 1936). 


Source: Irving Brecher and S. S. Reisman, Canada-United States Economic Relations, 1957, a study for the 
Commission, Table 16, p. 88. 


the last War, however, the increase has been much more rapid. 
From 1945 to 1955 total capital invested in Canada by United States resi- 
dents increased from $4,990 million to $10,289 million. In other words, 
United States investment in Canada grew substantially more during that 
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decade than in the whole period from 1900 to 1945. United States invest- 
ment in this country now represents some 77 per cent of all the foreign 
capital invested here as compared with 17 per cent held in the United 
Kingdom and 6 per cent held elsewhere. Moreover, the growth continues 
unabated. In 1956 alone, United States capital invested in Canada increased 
by over $1,300 million. 


Most of the increase since the end of the War has been in the form of 
direct investment. It represents, that is to say, additional capital invested 
in branches of United States corporations; or in Canadian subsidiaries 
either wholly owned by United States parents or at least controlled by 
them; or in Canadian companies with more than 50 per cent of their capital 
stock owned across the border, even though there may be no parent concern. 
In that respect, the present spate differs from the United States invest- 
ments that were made in Canada during the last great period of expansion 
in the 1920’s. Some of the increase during that period took the form of 
direct investment in the automobile, electrical, aluminum and pulp and 
paper industries, for example. But a very substantial amount of it was in the 
form of portfolio investment and was typically directed towards bonds and 
other fixed interest securities rather than towards equity stock. Of all the 
increase in United States capital between the end of the War and 1955, 
only about $1,000 million or some 20 per cent was in the form of port- 
folio investment. All the rest was invested directly to expand existing enter- 
prises or to develop new industries; and indeed, since 1945 the United 
States has accounted for all but some $800 million of the increase in direct 
foreign investment in Canada. The growth in direct investment has been 
motivated for the most part either by a desire to develop additional sources 
of supply for raw or semi-processed materials or by a desire to open the 
Canadian market more effectively to products of parent companies in 
the United States. For that reason it has been concentrated in a compara- 
tively few areas of the economy — in petroleum development, mining and 
smelting, and manufacturing. 


In a later chapter an attempt will be made to set out in some detail 
the facts about the growth of foreign investment in Canada and to elucidate 
their implications. Here it may be enough to anticipate a few of the conclu- 
sions of that analysis. The increase in United States investment in Canada, 
accompanied as it has been by new technology and managerial skills, has 
clearly resulted in a faster rate of economic growth than would otherwise 
have been possible. At the same time, since it has chiefly taken the form of 
direct investment, it has led to United States residents acquiring a con- 
trolling interest in many of our largest and fastest growing industries. The 
book value of Canadian companies in which a controlling interest is held 
in the United States accounted at the beginning of 1955 for 68 per cent 
of the total investment in the petroleum industry, for 51 per cent in the 
chemical industry, for 95 per cent in the automobile and parts industry, 
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and for 45 per cent in the pulp and paper industry; and all these per- 
centages have been increasing. Moreover, since a large part of the increase 
in direct United States investment has been in branch plants or wholly- 
owned subsidiaries, and since, further, it has been financed in large measure 
from retained profits and depreciation allowances, there seems little reason 
to expect that the current trend towards greater United States control of 
some of our fastest growing industries is likely to be reversed unless there 
is a change in present corporate practices or government policies. 


The corporate links between the United States and Canadian business 
enterprises are paralleled by the links between trade unions on both sides 
of the border. In 1955 there were 1,268,207 trade union members in 
Canada, and of these slightly more than 70 per cent belonged to unions 
with international affiliations in the United States.2 Indeed, the only 
Canadian unions of any size that are without such affiliations are the 
syndicates in the Province of Quebec joined together in the Canadian and 
Catholic Confederation of Labour;* the Canadian Brotherhood of Railway 
Employees and Other Transport Workers; some civil service unions; and 
unions of fishermen on the East and West Coasts. Canadian participation 
in international unions arose naturally during the period when migratory 
labour played a more important part in the economy than it does today, 
and when movement back and forth across the border was easier. It was 
also natural for Canadian locals, when they were in an early stage of their 
development, to welcome assistance from organizers from the parent head- 
quarters. Although there are differences in constitution and structure among 
the various unions that now form the Canadian Labour Congress, perhaps 
the typical situation is one in which a Canadian sits on the international 
executive and a Canadian organizer heads the district in which locals in 
this country are grouped. In almost every case, part of the dues paid are 
remitted to the account of the international headquarters, which renders a 
number of services in return and which also reserves the right to approve 
or disapprove proposed strike action. In most cases new contracts have 
also to be ratified by the international headquarters, although usually this 
is little more than a formality and Canadian unions ordinarily enjoy wide 
latitude in negotiating new contracts. They do, however, often receive 
advice from officials of the international headquarters in the course of 
collective bargaining, and in this way United States wage agreements no 
doubt have some indirect influence on the wage rates and other benefits 
obtained by Canadian labour. On the other hand, it seems clear that the 
wages paid in the United States for comparable work would play an 
important part in labour negotiations in Canada even if Canadian unions 
had no international affiliations. 


* The C.C.C.L., however, has entered negotiations to join the Canadian Labour Congress, 
which in turn, of course, has fraternal relations with the American Federation of Labor 
and Congress of Industrial Organization. 
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Economic Similarities and Differences 


These corporate and union links that span the border would ensure 
that there would be significant similarities between Canada and the United 
States in economic behaviour, in economic conditions, and in economic 
growth. But, as has been already suggested, that would be in large measure 
true even without them. From one point of view the border is an immense 
plate-glass window through which Canadians look at a profusion of goods 
of every sort for sale. They also can readily see how Americans live, what 
comforts they have, what is in their pay packets, and in general, what 
standard of living they enjoy. More than that, many of the attitudes that 
have a bearing on economic progress have been shaped by similar historic 
circumstances in both countries. For both Canada and the United States 
the conquest of the wilderness represents an heroic age of the recent past, 
which, in Canada at least, has not yet come to an end. That is perhaps one 
reason why, insofar as there is a typical United States attitude towards 
material things, it is shared by many Canadians. Canadians also share 
with Americans much the same attitude towards the collectivity and the 
individual. How the typical North American view on this central problem 
of social organization differs from the approach to it common among the 
French, say, or the English or the Slavs, would need a nice discrimination 
to define. Something of its quality, however, may perhaps be suggested by 
a sentence from an early settler’s letter quoted by Frederick James Turner 
in his classic work on The Frontier in American History. “It is a universal 
rule here’, the settler wrote, “to help one another, each one keeping an 
eye single to his own interest.”* That attitude, strongly coloured by the 
struggles of pioneer days, is still widely prevalent in Canada as it is in the 
United States. 


What impressed earlier observers of economic conditions in the two 
countries, however, was not so much the similarities as the differences 
between them. In 1818 a Presbyterian minister from Scotland who was 
travelling down the St. Lawrence and had spent the night in Prescott on 
the Canadian side of the river, had occasion to cross over to Ogdensburg 
on the American side, and being struck by all the activity there, remarked 
that “the contrast of apathy and inexertion on the one side of the river with 
bustle and business on the other cannot but be mortifying to one of genuine 
national feelings”. In 1839, when Lord Durham relinquished his Commis- 
sion and submitted his Report on the Affairs of British North America, 
he devoted considerable space to the contrasting social and economic con- 
ditions of the two countries and reported that they were “the theme of 
every traveller who visits these countries and who observes on the one 
side of the line the abundance, and on the other, the scarcity of every sign 
of material prosperity which thriving agriculture and flourishing cities 
indicate, and of that civilization which schools and churches testify”.® A 
traveller of genuine national feelings would not be so mortified if he were 
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to travel down the St. Lawrence today. He would find, we imagine, quite 
an adequate amount of bustle on the Canadian as well as on the American 
side of the river as he watched channels being dredged for the Seaway 
and cement being poured for the power-houses at Barnhart Island. Nor 
could such discouraging comparisons now be drawn between activity in 
Montreal and in the cities of Upper New York State as Lord Durham 
discovered a century ago. Yet it would need no very shrewd observer to 
notice that Canadians are still not so well off as their neighbours in the 
United States. They eat steak a little less often; they own fewer cars; they 
come to work more often with frayed collars. For the fact is that, if 
Canada has a higher standard of living than any other country in the 
world except the United States, the gap in this respect between the two 
countries is still substantial. 


Whatever criterion is taken — whether national income per capita or 
disposable personal income per capita or average weekly earnings — the 
conclusion seems to be that the Canadian standard of living is from 25 
per cent to 30 per cent below that of the United States. None of the 
relevant statistics (which are shown for 1955 in Table 3.3) are gathered 
on a strictly comparable basis in the United States and Canada; and the 
same is true of the various price indices that can be used to reduce them 
to real terms. Nevertheless, the statistics would seem to be reliable enough 
to warrant the conclusion that the differential between the standards of 
living of the two countries falls within the general range that has been 
indicated. 


The Gross National Product is not of course a measure of welfare; 
but it is perhaps as well to start with it since it is the most familiar, and 
perhaps the most pertinent, aggregate measure of the economy’s output 
and sets at least an outer limit to the average standard of living that is 
possible for individual citizens. In 1955 per capita Gross National Product 
in the United States was $2,366, while the parallel figure for Canada 
was $1,719. Per capita national income in Canada was therefore 27 per 
cent lower than in the United States. To have some idea of whether a 
differential of that order of magnitude accurately reflects the comparative 
ability of residents of the two countries to satisfy their material wants, it 
is necessary to have some judgment of the comparative purchasing power 
of the United States and Canadian dollar. None of the price indices 
compiled in the United States and Canada will provide an answer to that 
question; but it would seem that in recent years living costs have been 
much the same in Canada as in the United States. While the costs of basic 
foodstuffs are lower here, most manufactured foods cost rather more. 
Consumer durables are also more expensive here, but services cost less. 
Insofar as it is possible to think of a typical basket of goods and services 
bought by comparable Canadian and United States consumers, the. cost 
would not differ very widely. Nor would an examination of the prices of 
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other components that enter into Gross National Expenditure tend to 
suggest much disparity between the purchasing power of the Canadian 
and the United States dollar. The price of industrial machinery is substan- 
tially higher in Canada than in the United States, while construction costs 
are about the same. On the other hand, many of the services purchased 
by governments are cheaper in Canada than across the border. 


Table 3.3 


COMPARATIVE ECONOMIC POSITION OF 
CANADA RELATIVE TO THE UNITED STATES IN 1955 


United Canadaasa 


Economic indicators Canada States percentage 
of U.S. 
% 
(1) (2) (3) 
Population (millions) 2 Oo. Wee. . aes ok 15.6 165.2 2he 
Labour force (incl. armed forces) (millions). 5.68 68.9 8.2 
Labour force participation rates, labour force 
as a per cent of population 14+........ ayes) 58.0 OF9 
Gross National Product Char 3° CES? § 
Totale1949 dollars (billions). ...2.2..... 21.6 344 6.3 
Cucrentdonars. (OUMOMS ere, ne. 26.8 592 6.8 
Pewcapita L949rdollarse sh SIPS SE 1,384 2,081 66.5 
CLTreN id Oats sire ay 8 Pay Oily A i BE a 1,719 2,366 p29 
Ren worker 1949 :dollarss.: 93/30 oi i ers eee LAY 4,990 AG 
GUT EC MING OMA LS rig og patcaeirs dancuss seluaess oetas 4,716 53673 83.1 
Disposable personal income Con ad Ue s.i5 
@otakcurrent, dollars (billions) 2) 218. 2 sce. 18.2 270.6 6.7 
Pemcapita.curcnt, COlMAIS... 2.0 ssa. con. : (168e/- f.637 71.4 
Pemworker current dOMaTS ei ss a eee: 3,206:5° °3;927 81.7 
Personal consumption expenditures Citas 0 Sats 
Total’1949 ‘dollars (billions) e022. 78 14.3 226 6.3 
euirent dollarss( billions)... St ae ae 16.9 254 6.6 
Rencapita: 1949 dollars). sj om. penises OLS Sy 16366 G2 
CHICO MUOLaIS =. aor se cet, ee es 1,084 Sse 70.5 
Poe worker |949-dollars< >. se ante Destine 33274 76.9 
Surrenwdollars tec. stad oe ee ets D015 3,686 80.7 
Average hours per week 
Manufacturing — year’s average........ 41.0 40.7 100.7 
= Selected Weeki icc tenes 41.5 41.1 101.0 
Non-agricultural — private sector....... 41.3 38.9 106.2 
Wage rates — manufacturing Gan ew U.S.C. 
PAV CLADCANOULLY cton saci lees Walaa a ts 144.8 191.0 75.8 
Cone Or Ses 
PAWOTACCNWVCE KL Y i rho. it open toe ots 5925 TOIS2 ERA 
Output per man-hour (1949 dollars) Cdn. 3 U.S. 3 
Total private sector —G.N.P.i o.oo... 1.83 2499 96733 


Source: Irving Brecher and S. S. Reisman, Canada-United States Economic Relations, 


1957, a study for the Commission, Table 34, p. 224. 
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With a comparison of per capita disposable personal income, we 
come closer to figures that have meaning for the average Canadian as he 
draws his wages or buys the groceries. In 1955 per capita personal dispo- 
sable income in Canada amounted to $1,169, which was 29 per cent lower 
than the parallel figure for the United States of $1,637. Much the same 
differential is revealed by a comparison of average weekly earnings in all 
manufacturing in Canada and the United States. According to information 
supplied to us by the Department of Labour, average weekly earnings in 
manufacturing in the United States in 1955 were $76.52, while in Canada 
they were $59.25. In the same year the average hours worked per week 
in manufacturing industries in the two countries were almost identical. 
In other words, a Canadian factory worker typically earned from 25 per 
cent to 30 per cent less than a factory worker in the United States, although 
working approximately the same number of hours.® Since the end of the 
War the spread in average weekly earnings has narrowed somewhat. At 
the same time, Canadian wage earners in the manufacturing industries 
have improved their relative position in another way, since the average 
number of hours worked per week in Canada has been falling more rapidly 
than in the United States. 


What are the reasons for the lower standard of living in Canada 
than in the United States? One can refer to comparative productivity 
statistics and say that output per man-hour in the private sector of the 
Canadian economy is substantially lower — perhaps by 25 per cent to 30 
per cent. But that is merely to point out that the United States economy as a 
whole out-performs ours, and to suggest the extent of the difference. Why is 
it more productive? To answer that question fully, it would be necessary to 
trace the concurrent and inter-related processes through which the United 
States and Canadian economies have been formed. Clearly that would 
be impossible within the compass of a short chapter, even if we were 
capable of it. But perhaps in one or two paragraphs it may be possible 
to suggest some of the main differences in the economic evolution of the 
two countries. 


When the colonial period came to an end in the United States, it 
had a much larger population than was to be found in Canada and they 
were living in a more clement climate with more abundant, varied and 
accessible resources. The degree of economic growth that these circum- 
stances made possible attracted labour and capital from Europe and parti- 
cularly from the British Isles. These in their turn promoted further economic 
progress, which gradually began to acquire a momentum of its own as 
settlements moved westward and as industry began to flourish. Increasingly 
this process created conditions through which it could be perpetuated. 
Industrial skills were developed. Entrepreneurs found new opportunities, 
seized them, and gained self-confidence for still further undertakings. A 
basic network of communications, other public services, and financial 
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institutions was laid on which further economic development could be 
built. And the whole process was reinforced and hastened by a protective 
tariff which led more rapidly to the establishment of new industries than 
would otherwise have been possible. 


Meanwhile, as the American economy through the middle decades of 
the nineteenth century was beginning to turn on its own spindle,’ Canadian 
economic development was still hesitant and highly colonial in character, 
being dependent on the export of a comparatively few staple commodities, 
none of which were essential in terms of the technology of the day or 
for long indispensable to the countries which imported them. The Can- 
adian economy was stimulated for a while by the Reciprocity Treaty of 
1854 with the United States and perhaps even more by the export oppor- 
tunities provided by the Crimean War and by the American Civil War. 
But for the most part this expansion was shallow and short-lived. Popu- 
lation grew comparatively slowly. Wheat exports flourished only spasmo- 
dically. Many Canadian settlers subsisted as best they could with very 
narrow markets for their agricultural produce. There was little industrial 
growth. The contrast between the economic development of the two 
countries was perhaps at its sharpest during the last three decades of 
the nineteenth century when the development of the American far west was 
attracting large flows of capital and immigrants to the United States and 
leaving Canada in a backwater.® It was only in the opening years of this 
century, after most of the available land in the United States had been 
occupied and after methods had been successfully found for farming the 
Canadian prairies, that capital and immigrants were drawn to Canada in 
large volume and that the wheels of Canadian economic progress began 
to take fire from the rapidity of their own motion. Henceforward Can- 
adian economic development was to be promoted rather than retarded 
by economic development across the border. 


Leaving these historical comparisons and turning to things visible 
today, it seems to us possible to pick out a number of present differences 
which help to explain why Canadian productivity and Canadian standards 
of living are lower than those of the United States. Our more rigorous cli- 
mate is sometimes thought to be largely responsible; and clearly our 
colder winters provide at least part of the explanation, since they add to 
the costs of both construction and transportation. But the economic import- 
ance nowadays of climatic differences between the two countries is probably 
less than is ordinarily supposed.? Also of some relevance is the higher 
proportion of national income spent on transportation in Canada than 
in the United States, although it would seem that in recent years the 
relative burden of these national overhead costs has been declining and is 
now not very much heavier than it is across the border. A more important 
reason, in our opinion, for lower Canadian productivity and standards 
of living is to be found in the higher proportion of the Canadian labour force 
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employed in agriculture. If over-all productivity statistics say little about the 
reasons why Canada’s standard of living is below that of the United States, it 
is significant that agricultural productivity, although increasing rapidly, is 
considerably lower than productivity in other sectors of the economy 
both in the United States and Canada and that in this country the numbers 
employed in agriculture are proportionately much greater than across 
the border. In 1955 some 15 per cent of the total Canadian labour force 
was employed in agriculture, while in the United States agriculture account- 
ed for only about 10 per cent of the total. It also seems true that there is 
relatively more subsistence farming in Canada, much of it on sub-marginal 
lands, from which only meagre cash incomes can be drawn. And more 
generally it may be that, compared with the United States, the Canadian 
economy has relatively more depressed patches where productivity is 
low, such as the salt-cod fishery on the Atlantic Coast and the coal mining 
industry in Cape Breton. Even in sectors of the economy that are roughly 
comparable with their counterparts in the United States, productivity 
is substantially lower. This is notably true of secondary manufacturing 
in Canada, where productivity would seem to be from 35 per cent to 40 
per cent lower on the average than in the United States. The reasons for 
this difference are no doubt complex. But the principal explanation un- 
doubtedly is the small size of the domestic market, which makes it impos- 
sible for most Canadian manufacturers producing primarily for it to plan 
for long runs and so to reap the economies of mass production and special- 
ization in the form of lower unit costs. Because of the need to use more 
versatile machinery and to adjust it frequently in shifting from one pro- 
duction run to another, most of Canada’s secondary manufacturing indus- 
tries are precluded from having such highly capital intensive operations 
as their competitors in the United States and from achieving such high 
levels of output per man-hour.?° 


Lines of Division 


We have already spoken of the bands that run north and south and 
loop the two economies together. But there are also highly important 
bands that run transversely across the continent dividing the two economies. 
These are the United States and Canadian tariffs. As much as anything 
else, it is the pattern of production in Canada that they have crystallized 
which accounts for the differences in average income and standards of 
living between the two countries. 


The importance of the United States tariff for Canada is illustrated 
by the fact that the occasions on which there have been major reductions 
in duties on key Canadian commodities are red-letter dates in Canada’s 
economic as well as commercial history and have largely affected the 
pattern of Canadian industrial production. When, for example, the United 
States granted free entry to Canadian newsprint in 1911 and to wood 
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pulp in 1913, it followed almost inevitably that the Canadian pulp and 
paper industry would concentrate on manufacturing those two commodities 
to the virtual exclusion of other possible wood products.!! One outstanding 
feature of the United States tariff — as of the tariff of many other countries 
— is that it provides for free entry or entry at very low rates of duty for 
industrial materials in their raw form or in an early stage of processing 
and imposes progressively higher rates on goods at a more advanced 
stage of manufacture. Were it not for that fact, it seems highly likely that 
with access to a continental market, Canada would have been able to 
produce fine papers economically and export them to the United States; 
to send a larger percentage of its output of base metals across the border 
in a more highly refined or fabricated form; and to compete in the United 
States market with some of the chemicals that can be produced from oil 
and natural gas. The clearest illustration of the stunting effect of the United 
States tariff on the growth of Canadian industry is perhaps to be seen 
on the St. John River between New Brunswick and Maine. At Edmundston 
on the Canadian side of the border is a plant producing wood pulp. But 
over the middle of the stream hovers the phantom presence of the United 
States tariff. So instead of being further processed in Canada, the pulp 
is piped across the river to be made up in the United States into high- 
quality paper in another factory belonging to the same company. If the 
United States tariff had not had such a determining influence on the struc- 
ture of Canadian production, Canada would make more of the things it 
can make best and there would be a more productive allocation of re- 
sources resulting in a higher income per head. 


Inability to secure entry into the United States market for many of 
the goods that could advantageously be produced here had a bearing on 
the decision to increase Canadian tariff protection with the National Policy 
of 1879. But many Canadians of that day were also persuaded that there 
could not be a separate nation in the northern half of the continent unless 
deliberate steps were taken to promote the development of domestic 
-manufacturing; to stimulate an east-west movement of trade; and to emu- 
late the complex economic growth, with its wider employment opportu- 
nities and circumstances favourable to still further economic advance, 
that had been watched and envied in the United States.1* One effect of the 
Canadian tariff has clearly been to increase the price to Canadians of many 
commodities on which duties are levied. More broadly, it must be recog- 
nized that in the absence of the tariff there would have been a different 
and more productive allocation of the factors of production in Canada 
with a consequent increase in real income per capita, although it is more 
open to question what the effects would have been on the number and 
variety of employment opportunities, on population growth and on the 
complex process of economic development.’* In any event, no generation 
of Canadians has been prepared to reverse the basic decision taken in 
the era of Confederation. There have been continuing arguments about 
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the proper level of the tariff and about its incidence on particular areas 
and interests in the country. But, on the whole, Canadians have been 
willing to pay the price that the tariff exacts in lower average incomes, 
regarding it as part of the legitimate cost of nationhood. 


Differential Rates of Growth — and Future Prospects 


Besides the disparity in average real income there is another difference 
between the two countries that is more flattering to Canadian pride. Over 
the past thirty years Canada has been growing somewhat faster than 
the United States. The Canadian birth rate has been higher than across 
the border; and for this reason and because of the relatively higher 
flow of immigrants into Canada, population has been increasing more 
rapidly than in the United States. Between 1926 and 1955 the average 
compound rate of annual increase of the Canadian population was 1.74 
per cent, while the rate in the United States was 1.18 per cent. The Gross 
National Product has also been growing more rapidly. During the same 
period the annual average rate of increase in Canada was 3.61 per cent 
as against 2.94 per cent in the United States. Within this long-term trend 
three shorter periods may be distinguished: the years from 1926 through 
1928, during which there was a Canadian annual rate of growth of more 
than 7 per cent compared with a rate of less than 2 per cent for 
the United States; the 1930’s, when there was a similar rate of decline in 
both countries, although slightly less marked in Canada; and the post-war 
period, when there were high rates of growth in both countries, with the 
Canadian rate fractionally higher than that of the United States. For the 
three decades as a whole the comparative position can be summed up in the 
observation that in 1955 Canada’s Gross National Product amounted to 
6.3 per cent of that of the United States, whereas in the period from 1926 
to 1928 the average was 5.6 per cent.1* Investment as one of the mainsprings 
of economic activity provides not only a criterion of current growth but 
also a basis for gauging potentialities for future expansion. Comparable 
sources for both Canada and the United States are not available for the 
whole of this period. However, such information as it has been possible 
to put together permits a number of generalizations. The most striking 
fact is that in the two periods of rapid growth since 1926 — the late 
1920’s and the post-war years — a substantially higher proportion of 
income was devoted to investment in Canada than in the United States. 
In addition, investment has increased at a considerably faster rate in 
Canada and high levels of capital formation have been sustained more 
consistently in this country, particularly in the past decade. This recent 
period is of special interest because of its greater relevance for future 
economic expansion. Between 1946 and 1955 Canada devoted on the 
average about 18 per cent of its Gross National Expenditure to 
gross private domestic investment (excluding inventories) while the compar- 
able figure for the United States was about 14 per cent. During this same 
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period capital outlays in Canada increased from $1.9 billion to $4 billion 
(measured in constant 1949 dollars) or by 115 per cent; for the United 
States, by contrast, the increase was from $24.6 billion to $43 billion 
(measured in constant 1947 dollars) or 75 per cent. : 


There can thus be a differential between the rate of growth of the 
Canadian and the United States economies. But care should be taken 
not to draw too large conclusions from that fact. As is indicated by the 
trade and investment figures cited earlier in this chapter, Canada’s economic 
growth is closely tied in to the American grid; and it is inconceivable, 
for example, that there could be rapid expansion here with the United 
States economy stagnant, although the rates of growth can certainly differ. 
Without Canadian enterprise, the stability of Canadian institutions, the 
possession of natural resources that are in wide demand, a high birth 
rate and substantial immigration, our economic growth would not have 
been so remarkable. But on the other hand, much of the liveliness in the 
air comes from our being next door to a huge productive machine revolving 
in a field highly charged with technical skill and the appetite for inno- 
vation. That is the dynamo that supplies much of the current to make our 
atmosphere crackle. 


The capacity of the United States economy will continue to expand 
and although there will continue to be fluctuations in business activity that 
may sometimes be of a relatively serious kind, it seems reasonable to 
anticipate that, given good luck and the degree of good management in 
the United States that we expect, it will operate much of the time at close 
to peak loads. Without expectations of that kind we could not be so 
optimistic about Canada’s economic future as our projections suggest. 
No precise inference, however, should be drawn from a comparison of our 
forecasts with those that have been made for the United States. Accord- 
ing to the latest estimates prepared by the Bureau of the Census in Wash- 
ington, the population of the United States in 1975 is expected to range 
between 207 million and 229 million people. The projections made for the 
Paley Commission of the anticipated growth of Gross National Product are 
the only estimates of output that look so far into the future. But they 
were based on earlier Bureau of the Census population figures that have 
subsequently been revised upwards. If they are arbitrarily increased by 
10 per cent (as seems reasonable) to make allowances for changes in 
the population data, Gross National Product in the United States might 
increase from $391 billion in 1955 to $705 billion in 1975 in constant 
dollar terms. Projected growth of that order of magnitude is one of the 
important grounds for our confidence in the future growth of the Canadian 
economy. The only comparative judgment we would care to hazard is that 
there seems little reason why the Canadian economy should not continue 
to grow at least as rapidly as the American. 
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We are more hesitant about guessing whether the gap in living stand- 
ards between Canada and the United States is likely to narrow or increase, 
since any judgment on that point must depend on highly fallible compa- 
risons of output per man-hour in the two countries. However, such statis- 
tical data as we have been able to develop would seem to suggest that 
productivity in the private sector of the economy has been increasing 
somewhat more rapidly in Canada than in the United States. If that is true 
and if such a trend persists, the gap in average incomes and standards of 
living should decrease. An expectation of that sort would be supported by 
the higher level of capital investment that has been taking place in Can- 
ada, much of which has not yet resulted in higher output per man-hour. 
Further justification for it could also be found in the trend towards a 
relatively lower volume of imports reflecting some improvement in the 
competitive position of Canadian secondary manufacturing industries, a 
number of which now seem able to produce at costs closer to those prevail- 
ing in the United States. On the other hand, such optimism could be falsified 
if technological changes of a revolutionary kind requiring production on a 
scale too large to be economical in Canada were to be introduced in the 
United States. 


The Canadian economic growth that has taken place since the end of 
the War has been more rapid than that during any period of comparable 
length in our history; and it has been considerably more sound and balanced 
than the growth that occurred during the inter-war years. Here would seem 
to be one important explanation of why we have been becoming slightly 
less sensitive to cyclical downswings in business conditions across the 
border. That there has been such a trend, at least since 1929, is suggested 
by the examination that has been made for us of all significant fluctuations 
in the United States since the end of the First World War and of their 
effects on our economy.?® 


Even if Canada were completely insulated from the United States, the 
large amount of capital per unit of output needed by many of our industries, 
our high levels of income and savings, and our large personal expenditures 
on consumer durables would mean that the Canadian economy would be 
capable of generating quite respectable fluctuations of its own without any 
outside assistance. It can also be sensibly affected by tremors coming from 
Western Europe rather than North America. But normally these are hardly 
more than overtones. For our economy, the dominant modulations are 
those coming from across the border. We have long been highly sensitive 
to changes in business conditions in the United States; and we will continue 
to be. But the evidence suggests that our degree of sensitivity may be 
slightly diminishing. 


That might seem paradoxical in view of the increasingly close relations 
between the two economies that have developed over the past twenty-five 
years. One explanation appears to be that the Canadian economy, growing, 
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as it has been, at a rapid and steady pace in recent years, has acquired a 
resilience of its own that has made it somewhat less susceptible of being 
thrown off balance by recessions originating in the United States. Another 
reason for the slightly reduced vulnerability of the Canadian economy, of 
course, is that it is now stabilized by such measures as a progressive pay- 
as-you-go personal income tax, unemployment insurance, old age security 
and assistance payments, and family allowances. Some of these measures 
involve variable receipts and expenditures and have an automatically 
contra-cyclical effect; all of them serve to support effective demand in 
periods of slackened business activity. Furthermore, the effectiveness of 
monetary and budgetary policy to moderate cyclical fluctuations has been 
enhanced by the absolute growth and increasing diversification of the 
economy, so that a relatively wider area is receptive to interventions by the 
Federal Government. If, for example, foreign investment, especially from the 
United States, has been mounting phenomenally, it nevertheless forms a 
smaller percentage of gross domestic investment than it did twenty-five years 
ago. Similarly, foreign trade is now a smaller percentage of Gross National 
Expenditure; and since the effects of United States recessions are usually 
felt widely throughout the world, that falling ratio may be as important 
for an understanding of our apparently somewhat reduced sensitivity to 
cyclical movements in the United States as the ratio (which has remained 
almost constant over the last quarter century) of our exports across the 
border to our total output. In other words, although the links that join 
the two economies and that transmit American business fluctuations to 
Canada have greatly increased, there has been at the same time an immense 
growth in the Canadian economy and a growth, it would seem, of a more 
healthy and balanced kind than occurred during the last great period of 
expansion in the 1920’s. At the same time the commodity composition of 
our imports has been swinging towards a higher proportion of durable and 
investment goods, which show a more marked downward response to the 
influence of recessions; and this trend has also contributed towards damp- 
ening somewhat the transmission to Canada of United States fluctuations. 
These facts, together with greater knowledge of how the economy can be 
stabilized, would seem to be the principal reasons why we may now be a 
little less vulnerable to shocks reaching us from the United States. 


We are also disposed to accept the view that this modest trend is likely 
to continue. That judgment is based on the expectation that over the next 
two or three decades the relative importance to the economy of foreign 
trade and foreign investment will gradually decline. It also depends on confi- 
dence that with experience the touch and timing of those responsible in 
Canada for trying to maintain high levels of employment while avoiding 
inflation will become increasingly sure and deft. 


All this applies, however, to comparatively shallow downswings of 
the kind that were experienced in 1953 or 1949. A major United States 
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depression would still have devastating consequences for Canada, although 
no doubt more effective measures would now be taken to shelter us in 
some degree from its full impact than were taken, or even seemed possible, 
in the 1930’s. But, in our opinion it would be wrong for Canadians or 
others to brood too much over that contingency. For the purpose of making 
economic projections we have found it necessary to assume that a major 
United States depression can be avoided. That is more than a necessary 
assumption, though. We believe there are good grounds for thinking it 
may well be justified. The United States of today in its institutions, its tax 
structure, its business and social philosophy, is very different from the 
country that hurtled to depression in 1929. Its banks and stock exchanges 
are much more carefully regulated and supervised; mortgage lending is 
more widely guaranteed; it has a system of social security and unemploy- 
ment insurance which has wide coverage and important stabilizing effects; 
both the two major political parties have shown that they accept in practice 
the body of doctrine designed to moderate fluctuations in the business 
cycle; and efficient arrangements have been made within the United States 
Government and the Federal Reserve System to keep the state of the eco- 
nomy under constant scrutiny and to bring to bear upon it such influence as 
may be exerted by deliberate contra-cyclical measures. Full-employment 
policy is an art of blunt instruments. Only its practitioners perhaps fully ap- 
preciate how blunt the instruments are and how much skill is required if they 
are to be used effectively. But the experts charged with such responsibilities 
in the United States, aided as they are by particularly full and prompt 
statistics, would seem to be as skilful and successful as any in the world, 
although their task is complicated by having to be carried out within a 
government of deliberately divided powers. Yet, of course, there can be 
no final assurance that there will never again be a major depression in the 
United States. If there were, Canada’s economic growth would be arrested, 
even though it might be hoped that measures would be taken to muffle the 
shock and thus protect the citizens of this country from the worst of the 
waste and misery that would result. 


Leaving that dire possibility aside, we find it easy to visualize a prospect 
over the next two or three decades in which the Canadian economy would 
continue to grow at least as fast as the American, in which the spread 
between standards of living on one side of the border and the other would 
narrow a little, and in which the Canadian economy would become slightly 
less vulnerable to United States recessions. 


Yet the disproportion between the two countries in size and wealth 
and economic power would be almost as great as it is today, and the net- 
work of economic ties between them would be even more closely knit. In 
such circumstances, it is perhaps only natural that by far the smaller of 
the two organisms, living together to their mutual benefit, should feel that 
there are risks to its integrity involved in the relationship. We would 
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venture only two general suggestions. Such economic problems as may 
arise from time to time between the two countries would be eased, in our 
opinion, if more Americans could remember to think of Canada, not as a 
hinterland, but as a country. Canadians, for their patt, while taking such 
action as may be necessary to provide the economic basis for the nation 
they are building in the northern half of the continent, would do well to 
recognize how much they have profited from having as neighbours a 
people so productive, so ingenious and so capable of magnanimity. 
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THE PROSPECTS FOR WORLD TRADE 


SINCE CANADA’S prosperity will continue to depend in great, although 
gradually diminishing, degree on its foreign trade, we have felt obliged to 
speculate a little about the future of world trade as a preliminary to con- 
sidering in later chapters the market prospects for our principal export 
commodities. 


As we have seen in Chapter 2, a very large increase in world population 
is anticipated over the next two or three decades. At the same time it may 
be expected that most national governments will remain determined to 
stabilize employment at high levels and that the under-developed countries 
of the world will be actively furthering their own economic development. 
For these reasons there is a presumption that there will be need in many 
parts of the world for many of the commodities that Canada has to sell. 
In some countries population growth may inhibit a rise in economic activity. 
But in many countries of the world and for considerable periods of time 
we believe that one or other of the three factors that we have mentioned 
will be working, either separately or together, to produce high levels of 
economic activity and to create requirements for industrial raw materials, 
including minerals, chemicals and forest products. Although the volume 
of world trade has not been keeping pace with the growth in output 
thoughout the world, it has been increasing at about the same rapid rate 
as industrial production. We believe that trend will continue. Similarly, 
inputs of raw materials have not been keeping pace with the output of 
finished goods; but nevertheless total raw material requirements have been 
rising rapidly.? Here again is a trend that we expect to persist. There is also 
a marked correlation between national income per capita and consumption 
per capita of many mineral and wood products. With the progress of 
economic development throughout the world and with increasing popu- 
lation, there should therefore be need for larger quantities of many of the 
commodities that Canada has to export. 


However, it does not necessarily follow that such needs will be converted 
into effective demand for Canadian products, even when they are fully 
competitive. Would-be customers may be prevented from buying the goods 
we have to offer either because of trade or exchange restrictions or because 
the communities in which they find themselves, whether imposing restric- 
tions or not, are unable to afford what they would like to import. To form 
some idea, therefore, of the future of our foreign trade it is necessary to 
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consider how dense is likely to be the thicket of trade and currency restric- 
tions of all kinds over the next twenty-five years throughout the world. 
Some consideration, however brief, must also be given to-what is likely 
to be the structure of international trade and to the probable terms of trade 
between manufactured goods and primary products. 


Canada’s Interest in World Trade 


Judgments on all these matters are obviously difficult to make since 
they involve a tissue of both political and economic considerations, and 
nothing like finality is possible. But it is important to have some views 
about them since so much of Canada’s productive capacity has been 
developed to meet the requirements of world trade. It is true that much 
of the pattern of Canadian production was shaped at a time when the 
United States, as well as Canada, was maintaining substantial tariff walls; 
that the traditional markets for some of our important commodities have 
been determined by international market-sharing agreements; that more 
recently much new production has been developed by United States 
corporations for their own use; and that the roots of some of our industries 
reach back to the mercantilist period. Yet, to a large extent Canada’s 
productive capacity was developed to meet world requirements at a time 
when world trade was exceptionally free from restrictions. The classic 
example is Prairie wheat production. But many other commodities produced 
in Canada have been sold in virtually every country around the world. In 
Chapter 3 we have stressed the great and growing importance of the 
United States market to Canada. It is well to bear in mind, though, that 
for some commodities overseas markets are still pre-eminent.® In 1955, for 
example, overseas countries took 97 per cent of our exports of wheat and 
wheat flour and 96 per cent of our exports of automobiles and trucks and 
parts. Overseas markets also accounted for between 60 per cent and 70 per 
cent of 1955 exports of aluminum, coarse grains, non-farm machinery, 
chemicals (including synthetic rubber but excluding fertilizers and ura- 
nium), engines and boilers, and electrical apparatus. In addition, over 
half of our 1955 exports of copper and lead went overseas. By far our 
principal overseas market is, of course, the United Kingdom. 


It has therefore been very much in Canada’s interest to try to create 
the conditions in which our exports could find relatively free access to 
world markets. Our goal has been — and should continue to be — the 
establishment of a world trading system where quantitative import restric- 
tions would either be eliminated or used only very sparingly (since such 
restrictions are more arbitrary and absolute in their effects than tariffs), 
where international settlements would be made multilaterally, where cur- 
rencies would be freely convertible, and where national governments would 
rely solely on moderate tariffs to promote such degree of diversification in 
their economies as they might consider desirable. In such a world each 
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country would come close to concentrating on producing those goods and 
services which it could produce best, with resulting gains in national income 
per capita. For, in much the same way as an individual tends to maximize 
his personal income by concentrating on what he can do best, so a nation 
tends to maximize its national income per capita by exploiting to the full 
those lines of production in which it has a comparative advantage and by 
leaving others to make commodities which it can produce only at compar- 
atively higher cost. That is a principle of general application, but it is of 
particular relevance for Canada since so much of our production has been 
built up on the assumption that other countries will recognize its validity 
and act accordingly. The advantage of multilateral trade for Canada, as for 
other countries, is that it avoids the necessity of balancing our accounts 
with each other country separately and permits us to profit from buying 
in the cheapest markets and selling in the dearest. The advantage of con- 
vertibility is that it enables such multilateral settlements to be effected 
smoothly. All these truths we hold to be self-evident. 


In present circumstances, however, it may be of less practical 
importance to specify the exact degree to which Canadian economic growth 
has been geared to world trade and the exact degree to which we would 
benefit from the establishment of a liberal system of world trade than to 
stress a grosser truth. It is this. If by misadventure the progress towards freer 
trade that has been made since the end of the War were to be reversed 
and the world were to enter on a downward spiral of such beggar-your- 
neighbour policies as competitive increases in tariffs or in other trade or 
exchange restrictions, Canada would stand to lose at least as much as any 
country in the world. That was tried during the ’30’s and the result was 
only to compound the difficulties that had been created by the world-wide 
collapse of effective demand. 


On the other hand, it cannot be assumed that we are so much the 
darlings of fortune that, merely because the establishment of a liberal 
trading system would be in our interest, it is bound to come about. At its 
hey-day during the latter half of the nineteenth century and the first decade 
of the twentieth century, such a system virtually covered the globe. The 
United Kingdom stood at its centre, both importing and exporting heavily, 
supplying in addition large exports of capital, and lacing the whole system 
together with the filaments of a world-wide network of banking, insurance 
and shipping services. Since then, however, the system has suffered major 
defections and serious fragmentation. It was shaken to its foundations by 
the hyperbolic sacrifices demanded of all the European participants in the 
First World War. Russia underwent a revolution which virtually withdrew 
it from world trade and has subsequently become the centre of an economic 
empire stretching from Berlin to Vladivostok in which trade is conducted 
on very different principles. The effects on the trading position and trade 
policies of the countries of Western Europe were not so dramatic; but the 
conflict so accelerated changes in their economic relations that the 


THE PROSPECT FOR WORLD TRADE 


mechanisms of the nineteenth century system had great difficulty in making 
the necessary adjustments. By the end of the ’20’s, however, liberal trading 
arrangements seemed, at least on the surface, to have weathered the storm. 
Then came the Great Depression and with it higher tariffs, quota restrictions, 
bilateral trade agreements, and competitive devaluations. The Second World 
War saw further grievous disinvestment in the United Kingdom and other 
countries in Western Europe and a further drastic change in the balance 
of economic power throughout the world. It also saw the transformation 
of the sterling area from a loose arrangement of countries who found it 
convenient to hold their reserves in London, as well as to borrow there, 
into a much tighter institution in which the effects of the central dollar pool 
were reinforced by exchange restrictions and co-ordinated policies of 
import control. Since the end of the War progress has been made in dis- 
mantling these and other exchange and trade restrictions. But at the same 
time the achievement of independence by a large number of countries in 
Asia has sharply altered some old trading patterns and has led to new 
restrictions, while in many parts of the world there has been pressure for 
regional trading arrangements which may prove highly discriminatory in 
effect. What are the chances that all these pieces can be put together into 
a world system in which trade will take place with a minimum of inter- 
ference? 


What Are the Prospects for Freer Trade? 


The oracles come only in the rustling of leaves and are highly equi- 
vocal. Take one of the principal prevailing breezes — the primacy in the 
economic policy of most governments of maintaining high levels of 
employment. What is its effect likely to be on commercial policy through- 
out the world? On the one hand, it is clear that barriers to trade are more 
likely to be reduced when employment and incomes are buoyant than when 
any considerable number of people are out of work; and it may be that 
when the major trading countries have had longer experience with condi- 
tions of full employment and have even greater confidence in their con- 
tinuance, it may prove easier to make further advances towards freer trade. 
On the other hand, as has been pointed out by the author of the study 
prepared for us on The Future of Canada’s Export Trade, if national 
governments are deliberately and artificially sustaining levels of income 
and employment in their own countries, they may be reluctant to see 
any considerable part of the benefits of such policies go to foreign suppliers.* 
This would certainly seem to be true insofar as a down-turn in activity 
was being combatted by substantially increased government spending, but 
it might also prove to be true of exceptional government action through 
other budgetary and monetary means. Moreover, there is a constant risk 
that the pursuit of high levels of employment may result in inflation leading 
to an increased volume of imports which governments might find it 
expedient to curb by new import restrictions. Indeed, it may have to be 
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admitted that, for political reasons, there is more likelihood that some 
governments would prefer to retain some quota restrictions rather than 
take the final anti-inflationary measures that would make them unnecessary. 
It is also possible that one of the effects of full employment on public 
opinion may be to make the higher domestic costs that flow from protective 
measures seem relatively unimportant and relatively easy to absorb. 
Since, in any case, the benefits to be expected from freer trade are im- 
possible to quantify exactly, they may seem to be reckoned only in pennies, 
whereas the gains to be had from a successful full-employment policy 
or from rapid technological advance may seem to be reckoned in pounds. 
The gains from freer trade would still be real and tangible but the scale 
on which they would be measured might make them seem relatively un- 
important. Even if that were the tacit inference drawn by public opinion, 
we doubt whether national governments, remembering the experience of 
the *30’s, would be rash enough to regard general increases in trade 
barriers as a permissible means of trying to implement their full-employ- 
ment policies. But it may be that such an inference may sap enthusiasm 
for further advances towards freer trade. On balance, then, it seems to 
us that, while full employment itself should be favourable to moves 
in a liberal direction, the deliberate pursuit of full-employment policies 
and the fact that the highest level at which they can be implemented is at 


the level of national policy, may operate against rapid further progress to 
remove trade restrictions. 


We moisten our fingers again and try the direction of another wind. 
What will likely be the angle of incidence to commercial policy of the 
determination of under-developed countries to promote their own economic 
development? Here again the answer would seem to be equivocal. Like 
others, the under-developed countries have an interest in purchasing their 
imports as advantageously as possible and in allocating their resources to 
the most productive ends; and in recent international negotiations they 
have shown increased awareness of this. But they can hardly accept the 
proposition that their production should be restricted to subsistence agri- 
culture and a limited number of plantation crops such as cocoa, rubber, 
jute, tea, coffee, as has been the lot of many of them in the past. They are 
the more reluctant to accept this role in view of the wide fluctuations there 
have been in the prices of primary commodities, even since the end of the 
War, when levels of employment and demand in the industrialized countries 
of the world have been high. Such a pattern of production is associated 
in their minds with a colonial status and they regard some measure of 
industrialization as an indispensable attribute of new national prestige. In 
many cases their desire to promote the establishment of domestic manu- 
facturing industries is supported by the more concrete argument that with- 
out such industries there will not be employment for the surplus labour 
on the land which will be increasingly shaken free by the improvements in 
agricultural technology they are trying to popularize. For these reasons 
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under-developed countries may be expected, even over the course of the 
next two or three decades, to remain unwilling to dispense entirely with 
protective devices to encourage the new industries that they wish to 
establish. 


It has long been acknowledged that a case can be made for imposing 
tariff restrictions to promote the growth of infant industries. It might be 
argued that by the use of moderate tariffs alone the under-developed 
countries should be able to achieve the objectives they have in mind. But 
many of them are finding it difficult to sustain the pace of economic de- 
velopment that they consider desirable without generating some inflation. 
The pressures that this creates for excessive imports may, in some cases, 
be kept in check by monetary and budgetary measures. But it is more 
difficult for such policies to be successful in countries where financial and 
tax-gathering systems are comparatively rudimentary; and as we know, 
even countries with highly developed financial and fiscal systems have 
found the task of restraining inflation almost too much for them. Some of 
the under-developed countries also have to deal with another complication 
which tends to make fiscal measures inadequate as a means for curtailing 
imports. This is the fact that wealth is so unevenly distributed that sales, or 
excise, or other taxes can hardly be relied on to prevent those with large 
accumulations of wealth from making use of scarce exchange resources 
to purchase luxury consumer imports, which the developing economy with 
its needs for capital goods can hardly afford. There are therefore a number 
of reasons why the under-developed countries are likely to be slow in 
dispensing with quota restrictions and currency controls. 


Although they have a genuine interest in freer world trade, we anti- 
cipate that the special problems of the under-developed countries will 
necessitate the maintenance of substantial tariff and other barriers to trade 
and that these in the aggregate will put a brake on world progress towards a 
more liberal trading system. We would suggest that one way in which the 
more highly industrialized countries of the West could help them to identify 
their own interest more clearly with programmes for trade liberalization 
would be by paying more attention to the problem of stabilizing commodity 
prices. We realize that there are great difficulties in the way and that the 
problems involved vary from commodity to commodity. But we believe 
that time and effort spent in trying to solve them would be well worth while. 


Defence considerations, we believe, will also cut both ways. World 
trade over the next twenty-five years may well resemble the state of the 
Mediterranean from the seventh to the eleventh century, when Christendom 
and Islam were living in competition and intermittent conflict, with part of 
its waters having fallen under the domination of the Saracens while the rest 
was controlled by the Byzantine and Venetian galleys, with some territories 
such as Sicily shifting from side to side, and with the whole area subject 
to piratical incursions.® There may be halcyon periods when trade between 
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the Soviet bloc and the rest of the world will be conducted primarily on 
commercial grounds. But Soviet trade will never be unaffected by strategic 
considerations and may often be deliberately disruptive and piratical in 
intention. Canadian producers, for example, may have to face the dumping 
in third markets of such commodities produced within the Soviet bloc as 
lumber, asbestos, coarse grains and salmon. Those directing Soviet trade 
may also think it worth while for political reasons to purchase such sur- 
pluses as may not be marketable throughout the free world. And at the 
same time as they are using such disruptive economic tactics they will, in 
all probability, be maintaining an atmosphere of tension by attempts at 
subversion and threats of military aggression under the overhanging threat 
of nuclear annihilation. 


In a situation of this kind it will always be easy for countries outside 
the Soviet bloc to believe that their own security is to be found at home 
and is best furthered by policies of increased self-sufficiency. There will 
be a temptation to forget that what is being tested is no less than the vigour 
and resiliency of free societies and that, in such times, the continuance of 
comparatively inefficient production may be an expensive luxury. It may 
also be tempting to rest in the presumption that, during some emergencies, 
it would prove valuable to have assured domestic sources of supply for the 
production of military equipment and to overlook the equally valid con- 
sideration that, in the case of a thermo-nuclear war (where the initial 
impact would probably be decisive), it might be irrelevant whether a 
nation had industrial stand-by capacity available or not. 


On the whole, it seems to us that in recent years the net effect of 
defence arguments has been to make progress towards freer trade more 
difficult. That tendency was evident, for example, in the action of the 
United States Congress in attaching a defence amendment to the Trade 
Agreements Extension Act of 1955. On the other hand, the Executive 
Branch of the United States Government has never been unaware that, in 
a world of siege-warfare, sortie and alliance, the trade problems of its 
allies and friends cannot be regarded with indifference. If they are prevented 
by trade restrictions from selling in their traditional markets, they may 
turn in exasperation elsewhere, form new trading links and eventually be 
detached from their association with the free world, or, alternatively, as a 
result of trade stagnation, embrace a totalitarian form of government and 
economic organization. The importance of freer trade policies as a means 
of preventing defections to the Soviet bloc will become increasingly 
recognized, in our opinion. Indeed, we would expect it to be one of the 
principal motives for a new movement towards freer trade whenever such 
an initiative can be launched. But it is apparent that it may take some 
time for this logic to prevail. 


Of the forces at work in the world today, there is one that we are sure 
will be far from equivocal in its effects upon commercial policy. It is the 
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world-wide pressure to sustain the incomes of agricultural producers and 
to protect them from foreign competition either by subsidy payments or 
import restrictions or both. Defence preoccupations have played a part 
in helping to create this pressure. We need not agree, for example, with all 
the details of the United Kingdom’s agricultural policy to have some 
sympathy with its desire, after suffering from submarine warfare twice in a 
generation, to raise domestic wheat production above the levels that would 
be achieved if economic forces alone were allowed to determine output. 
The responsibility of governments to protect their people from starvation 
is far older than any of the responsibilities they have assumed in recent 
years to maintain full employment or to promote economic development. 
It is therefore also natural that in many of the under-developed countries, 
where local or general famine has long been endemic, governments should 
have decided to give a high priority to programmes for increasing agri- 
cultural production and in particular should have concentrated on raising 
the output of grain, which yields a higher calorie content per acre than any 
other foodstuff. We believe that all these variously motivated programmes 
to make individual countries more self-sufficient in wheat and other grains 
will operate to limit the quantity of cereals entering world trade over the 
next twenty-five years and will tend to depress the international price of 
wheat relative to that of other commodities. 


But there is no need to go so far afield for examples of agricultural 
protectionism. New Zealand butter producers could testify to how effective, 
albeit informal, have been the arrangements over the years for excluding 
New Zealand butter from the Canadian market except at times when it 
was convenient to have it as a supplement to Canadian production; and 
more recently embargoes have been placed on the importation into Canada 
of cheddar cheese, turkeys and fowl, and dried skim milk. Across the 
border, protection of United States farmers from foreign competition has 
been much more systematic and thorough. When the Agricultural Adjust- 
ment Act was passed in 1933, with the objective of raising the relative prices 
of major agricultural commodities, it was realized that whenever such 
prices were supported at levels substantially higher than those current 
elsewhere, there would be an added inducement for foreign producers to 
export to the United States. For that reason it was provided in Section 22 
of the Act that whenever foreign imports were interfering or threatening 
to interfere with the purposes of the legislation, they should be curtailed 
by special fees or by quantitative restrictions. Under this section, imports 
of milling wheat, wheat flour, dairy products, and flaxseed and linseed oil 
have been restricted for an indefinite period; and the section has also been 
used to impose temporary restrictions on rye, oats and barley. The damage 
done to Canadian interests by the use made of Section 22 should not be 
exaggerated, since some of the commodities affected have not normally 
moved in volume to the United States market, and since, in other cases, the 
size of the quota has been comparatively generous. On each occasion that 
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Section 22 has been invoked, however, an arbitrary limitation has been 
placed on Canadian trade with the United States, and the Canadian 
Government has protested vigorously.® 


At the same time as United States agricultural policy has necessitated 
the application of special import restrictions, it has also resulted in large 
accumulated surpluses of agricultural commodities in the hands of the 
Federal Government, although exceptionally favourable weather conditions 
during the past decade have also contributed to this embarrassment. As 
these surpluses have mounted, legislation has been introduced to help in 
disposing of them overseas. Under the terms of successive Mutual Security 
Acts and of the Agricultural Trade Development and Assistance Act, 
United States surpluses have been given away for purposes of relief, 
bartered for strategic commodities, and sold for local currencies, which in 
turn have been devoted to a number of ends lying outside the field of 
ordinary commercial enterprise. Unquestionably these programmes have 
deprived the Canadian Wheat Board of some sales it would otherwise have 
made. 


The burden on the United States Treasury of subsidizing United States 
agriculture at the levels that have currently been in force, and even of 
meeting the carrying charges on the accumulated surpluses, has led to 
pressure for modifications in the price support programme to avoid per- 
petuating the present situation. It has also been increasingly realized that 
the present high and rigid price supports are distorting the pattern of 
United States production and are standing in the way of an adjustment 
of supply to demand. These considerations, together with the difficulty of 
disposing of agricultural surpluses overseas without disrupting normal 
channels of trade, have all had a part in persuading many in the United 
States that some change in its agricultural policy is needed. So far this 
movement has met with comparatively little success. Over a longer period 
of time, however, we would expect it to make some headway. With some 
modification of present policies, it is at least possible to imagine that before 
many years have passed, present surpluses may have been worked off and 
no new accumulations be imminent; that overseas disposals by the United 
States Government may be limited more genuinely to whatever may be 
needed for the purposes of relief and whatever can be used to promote the 
development of under-developed countries; and that less recourse may have 
to be made to Section 22 of the Agricultural Adjustment Act. But that 
section could hardly be repealed unless the United States were to adopt an 
entirely different method of supporting farm incomes; and although such 
a shift may come about, it can hardly be counted on. Moreover, Section 22 
has now been sanctified by a waiver under the General Agreement on 
Tariffs and Trade legitimizing action taken under it in the past and any 
that may be taken in the future. This waiver has made it more difficult to 
oppose appeals from other countries for special protection against agri- 
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cultural imports and indeed has weakened the position of the United States 
in resisting protective pressures generally within the GATT forum. This is 
an illustration of how agricultural protectionism has operated to check 
progress towards freer trade. Over the next twenty-five years we would 
not expect its force to be diminished or its influence on other areas of 
commercial policy to be easily muffled. 

These are some of the forces that are in the field. The king’s horsemen 
are pulling in different directions and it will take generalship of a high 
order to so discipline them that it may become possible to re-establish a 
liberal regime of world trade. But if Humpty Dumpty can be put together 
again, it will be a different Humpty Dumpty that will sit on the wall. 


It will be different, for one reason, because economic adjustments do 
not now — and in our opinion never will again — operate with the same 
degree of automaticity as was postulated and to a considerable extent 
realized in the nineteenth century. Internal markets often present a scene of 
highly imperfect competition with comparatively few large firms dominating 
whole sectors of industrial activity so that prices do not necessarily respond 
freely to changing circumstances. At the same time, business, labour and 
farm groups are highly organized and negotiations among these various 
economic groups — and with the government — often prevent any auto- 
matic transfer of the factors of production from one activity to another. 
It may well be that all these corporate interests will increasingly recognize 
the desirability of leaving wide latitude to the price mechanism to facili- 
tate economic adjustments so that the economy will remain flexible. But 
flexibility is not the same as automaticity; and we would not expect the 
latter to regain its old ascendancy in domestic economic affairs. The new 
instituitonal arrangements to which we have referred are one explanation 
of this view. Another is to be found in the increased scope everywhere of 
government intervention in the economy, which has added a good deal of 
cushioning to the billiard-ball Newtonian world of the nineteenth century. 
Nor would we expect international equilibrating mechanisms ever again 
to work so automatically as they did throughout the hey-day of free trade. 
We cannot discern in any country a desire to return to the automatic. dis- 
cipline imposed by the gold standard, involving as it did from time to time 
long bouts of deflation and widespread unemployment. Such conditions 
would not be tolerated today by any government that could avoid them. 
Before the First World War they were made only barely tolerable by the 
possibility of unregulated large-scale migration and by international move- 
ments of private capital, lured abroad by the prospects of higher profits. 
But nowadays the flow of migrants is highly supervised and entry to most 
countries highly restricted. Private capital movements have also declined in 
importance, with portfolio investments showing a greater relative decline 
than direct investment; and capital movements of the latter type are 
ordinarily motivated not so much by differences in interest rates as by such 
other considerations as the need to develop foreign sources of supply. 
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Another reason why a liberal trade regime, if it can be re-established, 
will be different from any that has been know hitherto, is to be found in 
the difference between the position of the United States, which is by far 
the most important economic and trading power in the world nowadays, 
and that of the United Kingdom during the nineteenth century. The United 
Kingdom was a maritime power with many colonial possessions, needing 
to import large quantities of foodstuffs for its people and raw materials 
for its industrial plant, and trading throughout the seven seas, over which 
the Royal Navy enforced the Pax Britannica. The United States is funda- 
mentally a continental power, still largely self-sufficient, with foreign trade 
small in proportion to its total output and thus barely conscious of any 
need to trade or invest abroad. For this reason the United States dollar 
has not supplanted sterling (in which approximately 50 per cent of the 
world trade is still conducted) as an international currency. Nor have 
the capital markets in New York achieved the dominant international 
position formerly held by the City of London. Indeed, private United 
States lending is still, in the aggregate, of modest proportions, although 
of course it is of great importance for Latin America and for those coun- 
tries in the Middle East which have large oil resources, as well as for 
Canada. But as a means of financing the large United States surplus 
earned through the commercial exchange of goods and services with 
other countries, it is far surpassed by government transfers of various 
kinds. In 1955, for example, the net outflow of private capital from the 
United States amounted to not much more than $1 billion, while mili- 
tary expenditures in foreign countries by the United States Government 
for the construction of bases, troop pay, and other purposes, amounted to 
almost $3 billion, and grants for economic assistance totalled almost $2 
billion. It was these outflows of government funds that were chiefly re- 
sponsible in every year from 1950 to 1956 for some net increase in other 
countries’ reserves of gold and United States dollars as a result of their 
transactions with the United States. These payments of United States 
dollars are sometimes referred to as “extraordinary”. But since they form 
such an intrinsic part of United States foreign policy and supply such an 
essential lubricant for trade throughout the free world, it is difficult to 
imagine them suddenly coming to an end. 


Private foreign investment has been so important for Canadian eco- 
nomic growth that it would be easy for us to overlook how, in the world 
at large, flows of private capital have dwindled in importance in compa- 
rison with other international transfers and how comparatively minor a 
role they now play in maintaining international equilibrium.? In most 
countries of the world outside North America even domestic investment 
decisions are more frequently either subject to government control or 
overtly influenced by considerations of public policy than is the case 
in the United States or Canada. Such decisions may be made, for example, 
with a view to implementing national plans for industrial development or 
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achieving a variety of regional objectives or creating new productive 
capacity that would result either in a reduction of dollar imports or au 
expansion of dollar exports. It is therefore not unnatural that interna- 
tional capital transfers, meshing as they must with such projects, should 
also have taken on a more public character. The International Bank has 
been highly successful in mobilizing resources of capital and making 
them available either to governments or to private enterprises enjoying 
a government guarantee. The International Monetary Fund has not only 
been a valuable forum for consultation on exchange questions but more 
recently has also begun to use the currency at its disposal on a more liberal 
scale to assist countries in balance-of-payments difficulties and to faci- 
litate orderly exchange adjustments. In the United States the Export- 
Import Bank has continued to provide credit to countries wishing to 
import from the United States. Contributions under the Colombo Plan 
have been a substantial help to countries in South and South East Asia 
in their development programmes. The balance-of-payments deficits of 
many countries are in such ways still being deliberately “managed” by 
action taken through international organizations or by the United States 
Government.’? That, of course, is not so true today as it was in the years 
immediately following the War. Perhaps the high water-mark of such action 
came in 1947 when the Marshall Plan was about to be launched. In May 
of that year, for example, in a speech at Cleveland, Mississippi, Mr. Dean 
Acheson, then Under-Secretary of State, presented a comprehensive survey 
of the balance-of-payments horizon around the world, estimated the total 
dollar deficit that would arise if imports were to continue at a tolerable 
level, and expressed the concern of the United States that the deficit 
should in some fashion be met.'' As economic recovery has proceeded 
and as the level of reserves has risen somewhat from very inadequate 
levels, it has been possible for the approach to balance-of-payments pro- 
blems to become more piecemeal. But deficits in many cases are still 
being met by deliberate international action at the governmental level. 
Of the measures that have been involved, none have been more impor- 
tant than the grants for economic and military assistance that have been 
extended by the United States. 


The United States has also been moving to reduce its tariff and in 
other ways to facilitate access to its domestic market. Measurements of 
the general level of tariff protection are often seriously misleading since 
they cannot give due weight to the effect of high rates of duty which 
either totally exclude foreign imports or reduce them to very small volume. 
Such measurements, however, can be useful in suggesting the movement 
of tariff rates over time. We may therefore cautiously accept as indicative 
of what has been happening since the end of the War estimates prepared 
by the United States Tariff Commission which show that the average 
incidence of the tariff on dutiable imports had fallen from approximately 
18 per cent in 1945 to approximately 12 per cent in 1953. On dutiable 
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goods of proven importance to Canada it would seem that United States 
tariff rates have been about halved since 1945; and for certain important 
items rates have been cut to one-quarter of where they stood in 1934, 
when the Reciprocal Trade Agreements Programme was initiated.1? In 
recent years some progress has also been made by administrative action 
in reducing the protective effect of the “buy-American” legislation. Many 
would argue that customs administration in the United States has been as 
important an obstacle to foreign imports as the level of duties. The system 
of classification established in the United States tariff is highly complex 
and has led to long delays in ascertaining the rates at which many goods 
could be imported. The system of valuation has also discouraged im- 
ports by placing a higher value for duty purposes on many goods than 
those shown on the invoices. In this field also there has been some im- 
provement. A start has been made on simplifying United States tariff 
classification and an act has been approved by Congress to amend the 
system of valuation. 


Offsetting such progress, however, have been the measures to which 
we have already referred to provide protection for agricultural producers. 
Increased use has also been made of the general escape clause in the Trade 
Agreements Act. The effect of this clause is to empower the President 
to restrict imports considered by the United States Tariff Commission to 
be doing injury to domestic producers; and in various forms it has been 
incorporated in successive Trade Agreements Acts since 1943. At the 
time of the last extension of the Act in 1955 the escape clause was 
strengthened, and over the last eight or nine years more use has been 
made of it than previously. Between 1948 and 1955 there were 61 
applications to the Tariff Commission for relief from foreign competition 
under this clause. Of these the Tariff Commission recommended in- 
creased protection in 14 cases and in 7 cases the President acted to raise 
the level of protection. Thus the occasions on which the escape clause 
has been applied have not been numerous. But it is an undeniable 
discouragement to foreign exporters to know that if they make the special 
effort that is often needed to sell their products in the highly competitive 
United States market and are successful, the upshot will almost certainly 
be complaints from domestic producers to the United States Tariff Com- 
mission which may result in increased protection and a waste of all 
their efforts. 


It is difficult to resist the conclusion that the impetus given to a policy 
of freer trade by the inception of the Reciprocal Trade Agreements Pro- 
gramme in 1934, an impetus renewed by the publication of the Com- 
mercial Proposals sponsored by the United States and the United King- 
dom in 1945, is now virtually exhausted. When the Trade Agreements 
Act was last extended, the President was granted authority by Congress 
to cut tariff rates by only a maximum of 15 per cent over a period of three 
years. Even if this authority were fully used, the resulting increase in foreign 
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imports would be very slight. One of the most distinguished American 
experts on foreign trade, Dr. Jacob Viner, has expressed the opinion that 
many of the reductions made so far in United States rates of duty under 
the Reciprocal Trade Agreements Programme have been little more than 
“window-dressing”’.'? That may be too pessimistic a view. But if there is 
any truth in it and if it is only now that further tariff cuts would result 
in substantially increased imports into the United States and some 
reallocation of the factors of production there, it would explain why difficulty 
is being experienced in making further advances in a liberal direction. 
In any event, the train seems to be coming to the end of the line of tariff 
reductions, and as it does, the brakes are being put on by greater use 
of the escape clause mechanism. There also seems to be great difficulty 
in mobilizing sufficient support in Congress to secure United States mem- 
bership in the proposed Organization for Trade Co-operation, which 
would give some permanency to the GATT organization. We need not 
be either too censorious or too superior about these difficulties. The 
protectionist pressures that are being encountered in the United States 
are far from unknown in other countries. Indeed, both Republican and 
Democratic Administrations deserve great credit for their efforts to iden- 
tify the national interest from among a welter of particular claims; for 
the sense of responsibility with which they have examined not only the 
broad lines of commercial policy but also individual cases; and for their 
evident desire that, on balance, access to the United States market should 
continue to be made easier for foreign suppliers. Yet it must be admitted, in 
our opinion, that in recent years progress has slowed almost to a halt. 
That is the more serious because the United States, as by far the world’s 
greatest economic power and the world’s largest creditor, stands in a 
special, in an exemplary, position. If the United States finds it almost 
impossible to further liberalize its commercial policy, we doubt whether 
much progress can be expected from other countries. 


Canada’s second most important customer, the United Kingdom, has 
also made strides towards freer trade since the end of the War. During 
the War all importing into the United Kingdom was under licence and 
many commodities were purchased in bulk under government contract. 
Because of the dollar stringency these arrangements —- together with 
exchange control — were continued almost unchanged after the War 
and were used to discriminate against dollar suppliers. But by 1952 
economic recovery had proceeded so far that decisions were taken to 
restore the import trade to private hands and to free raw materials and 
essential foodstuffs from import controls. Over the next three years these 
decisions were carried out with such effect that by 1955, for example, 
75 per cent of Canadian exports to the United Kingdom had been freed 
from discrimination and were subject to only nominal restriction, while 
an additional 10 per cent also entered, in practice, on a non-discriminatory 
basis. 
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This progress was made possible by the success of the export drive. 
In prosecuting the War, the United Kingdom was forced to liquidate over- 
seas investments worth approximately £1 billion and to assume addi- 
tional foreign indebtedness to the value of approximately £3. billion.14 
As a result of this drastic alteration in its overseas financial position, it 
was Officially estimated in 1945 that the United Kingdom would have to 
export 50 per cent more by volume than before the War if it were to pay 
for imports at the 1938 level, and that the increase might have to be of 
the order of 75 per cent if provision were also to be made for the gradual 
repayment of debt and for some modest increase in the volume of 
imports.1° At the time many were skeptical whether it could ever be 
reached. But in 1950 the volume of the United Kingdom’s exports was 
estimated to have been more than 75 per cent greater than in 1938, and 
in no subsequent year have they fallen far below the target.1® In spite of 
the financial difficulties that still face the United Kingdom, that remains 
a remarkable achievement, which shines all the more brightly when the 
wartime background is remembered. For in none of the allied countries 
during the War was the burden of social and individual responsibility 
longer, heavier or more continuous than it was in the United Kingdom. 
Strength for great feats of arms and of civilian endurance could be found 
in temporary ardour and exaltation; but they could not wipe away the 
deep fatigue left by those exertions and by unremitting efforts, often under 
conditions of danger and discomfort in factories, business houses, and 
government offices. These human costs of the War perhaps explain why 
sometimes policy has faltered and why there may have been a more wide- 
spread desire for a little comfort and security than Britain’s altered 
circumstances would warrant. But it is also true that great daring and 
energy have been shown in the post-war period in many British industries 
such as aviation, electronics, and nuclear energy, where British production 
often leads the world. And the measure of success obtained in the export 
drive, which could not have been achieved without very considerable 
social discipline, suggests that the United Kingdom possesses not only the 
skill but also the staunchness of heart to forge new greatness from its 
diminished strength and resources. 


The expansion of exports has also encouraged the United Kingdom 
to make some progress towards the convertibility of sterling. At a meeting 
of Commonwealth Prime Ministers in 1952, it placed before its Com- 
monwealth partners comprehensive proposals. The details of these have 
never been made public but it is believed they contemplated formal arran- 
gements for making all sterling earned by non-residents on current account 
convertible and for allowing sterling to fluctuate within wider limits. 
Although these proposals have never been implemented, action was taken 
subsequently to give a considerable degree of convertibility to sterling 
in practice. This was done by widening the area covered bv the Transfer- 
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able Accounts system and by supporting the rates quoted in unofficial 
markets for transferable sterling. As a result of these arrangements, sterling 
can now in effect be converted by those who are prepared to sell it at a 
slight discount. There are a number of reasons why the original proposals 
have never been put into effect. It was realized at the time that they 
could be safely attempted only if the United Kingdom and other sterling 
area countries were restraining excessive internal demand by appropriate 
domestic policies. But that is easier said than done. The United Kingdom 
has heavy military commitments; it has responsibilities to assist in pro- 
moting the economic development of many communities throughout the 
world; it operates an elaborate system of social security for its own citi- 
zens; and the demands of its wage earners have sometimes been in excess 
of productivity gains. All these claims on its resources have created infla- 
tionary pressure, which has been far from perfectly controlled. Nor have 
all other sterling area countries been successful in holding inflation at bay. 
Finally, the degree of progress made by the United States in liberalizing 
its commercial policy has not been considered to offer sufficient promise 
of increased imports into the United States market to justify a decisive 
and formal move towards convertibility, which would be difficult to reverse. 


In the long run, we would hope that the United States would again 
take the lead in efforts to re-establish a more liberal system of world 
trade. President Eisenhower is increasingly committing the Republican 
Party to the support of this objective, as the Democratic Party has been 
for many years, although there are sectional interests within both parties 
that are very wary of liberal measures in practice. Over the years, how- 
ever, it seems likely that industries which sell a considerable proportion 
of their output in other countries and so have a practical interest in freer 
trade will increase in relative importance over the older and smaller 
industries which because of the high labour content in the value of their 
production are particularly vulnerable to foreign competition and for 
that reason are opposed to freer trade. Above all, we would expect 
that the day-to-day problems of holding the alliance together over a 
prolonged period of tension would gradually convince the United States 
that it must pursue commercial policies that allow its allies to be pros- 
perous and strong. But in our opinion there may be little progress over 
the next five years or more. Recent debates in Congress have shown that 
protectionist forces in the United States are powerful and perhaps resur- 
gent. Present agricultural policies will be a stumbling block. Defence 
considerations will continue to be adduced as an argument for caution. 
The primary importance of maintaining high levels of employment may 
make legislators hesitant to approve measures that would result in increased 
foreign competition. Indeed, it may be that no more than marginal ad- 
vances in liberalizing United States commercial policy can be made until 
some method has been found by Congress for easing the local adjust- 
ments that a really liberal policy would require. 
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Further progress by the United Kingdom in removing trade and 
exchange restrictions will depend in part on United States commercial 
policy and in part on its own ability to shift and lighten the pack that 
it now carries on its back and to expand its exports overseas. It may be, 
however, that the United Kingdom is now importing about as much as 
in present circumstances it can afford. In that case, even complete conver- 
tibility and a complete removal of trade restrictions would have little 
effect on Canada’s trade with the United Kingdom. Our exports would 
rise gradually with growing production in the United Kingdom, and 
there might be some change in their composition as a result of freer choice 
for United Kingdom purchasers. But that would be all. We find it hard to 
avoid the conclusion that balance of payments problems will be a cons- 
tant preoccupation in the United Kingdom for many years to come. In 
one way or another, the United Kingdom’s imports, which even now are 
hardly larger in volume than they were before the War, will have to be 
adjusted to fit the level of exports. Thus, the question of what will be the 
United Kingdom’s import policy merges into the much wider question of 
what will be the probable articulation of world trade over the next 
twenty-five years. 


Some Comments on the Future Structure of World Trade 


To raise that question is to realize how impossible it is to answer. It is 
difficult, for example, to foresee the effects on the volume and on the pat- 
tern of world trade of even such a project as that already outlined in 
current proposals for a European free trade area. If it were to be success- 
ful in creating a common market in Western Europe, efficiency would be 
improved, output increased, and the ability of the whole area to trade with 
the rest of the world, including North America, raised to a higher plane. 
On the other hand, if the project were to be only partially successful, it 
might prove to be only another engine for discriminating against dollar 
imports. 


However, there are some features in the world landscape that may 
prove of rugged durability and if so may have fairly predictable effects on 
the structure of world trade. One of these is the rupture of trade links with 
the Soviet bloc and Communist China. No doubt attitudes towards such 
commerce will vary over the years and from time to time will result in 
higher levels of East-West trade than obtain at present. But it seems un- 
likely that such trade will become more than relatively unobstructed; and 
the continuing rupture will have serious consequences for Western 
Germany and Japan. Both of these countries, like the United Kingdom, 
need heavy imports of raw materials and must export large quantities of 
manufactured goods. Cut off from the natural markets, they will be forced 
to push their exports elsewhere, with the result that trade throughout the 
free world in manufactures is almost certain to be highly competitive. The 
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competition will be the more intense because under-developed countries, 
although requiring capital goods for their development programmes, in all 
probability will be affording high levels of protection to their own new 
manufacturing industries. At the same time, in our opinion, they will 
be concentrating less than in previous periods on producing raw materials 
for export. These anticipated characteristics of the economic policy of 
under-developed countries are the second more or less durable feature we 
discern in the world scene which we would expect to have wide implications 
for the pattern of international trade. 


We have already spoken of the world-wide scope of agricultural protect- 
ionism. If that feature of the world trading environment is added to those 
we have just mentioned, it seems reasonably clear, first, that the level of 
protection against manufactured goods and agricultural commodities is 
likely to be higher than the level of protection against industrial raw 
materials, and second, that suppliers of such materials are not likely to 
face so keen competition as those who have manufactured goods to offer. 


These conclusions, if substantiated over the next two or three decades, 
would be of obvious importance to Canada. From earliest times the people 
living in this country have had a deep interest in the relative prices of 
imported manufactured goods and of the primary products they could 
offer in exchange. It was a widespread legend of the fur trade that oc- 
casionally an Indian was required to keep stacking his pelts, one after 
another, against a rifle barrel until they reached the muzzle before he 
could paddle away with the rifle.17 In that equation the terms of trade were 
brutally clear. But they were almost equally apparent to a Hudson’s Bay 
factor in the late eighteenth century as he scanned his Comparative of Furs 
and Standard of Trade in which the value of the various skins that the 
Indians might bring in and of the various imported manufactured articles 
he had on his shelves were all translated into the currency of “Made 
Beaver” — one of our earliest units of account represented by the symbol 
MB.?® As Canadian imports and exports became more diversified, the terms 
of trade between them were no longer synonymous with the terms of 
trade between primary products and manufactures. But with little prospect, 
as we see it, of wider foreign markets for our manufactured goods and 
with our lessened dependence on imports of some raw materials such as 
oil, the two ratios may in future come rather closer together than they 
have for many decades. In any event, the ratio in international trade 
between the price of manufactured goods and the price of primary pro- 
ducts will never be without some impact on the Canadian economy. 


However, it would be rash to assume that the two conclusions about 
world trade tentatively reached above mean that the terms of trade will 
move over the long run in favour of primary products as a whole, or even 
of that group of them that consists of industrial raw materials. Earlier in 
this chapter we have given one reason why we think the international price 
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of wheat may decline relative to the general price level. Another reason 
is that wheat production, unlike other forms of agriculture, lends itself to 
large-scale mechanization which reduces unit costs. Clearly, the varying 
pace of technological change in different industries, with resulting varia- 
tions in the rate of increase in productivity, will play a large part in deter- 
mining relative price changes. In recent years, for example, constant 
innovation in the techniques of mining and metallurgy have prevented 
increased demand from producing any sustained relative increase in the 
price of most minerals. Over the next twenty-five years, of course, there 
may be relative increases in the price of some industrial raw materials. 
In the study made for us on The Outlook for the Canadian Forest Indus- 
tries, {or example, a considerable rise in the price of lumber relative to the 
general price level is anticipated;'® and the same may prove true of 
asbestos.2° We have expressed in an earlier chapter our skepticism about 
possible methods of forecasting price changes; but in general we see 
little reason for expecting rising price trends for most raw materials. 


Nevertheless, the outlook as we see it is very different from what 
Canadians have been accustomed to in many periods in the past. Histori- 
cally, the prices of primary products have fluctuated much more widely 
than the prices of manufactured goods. The reasons for this in the case 
of agricultural commodities are briefly examined in a later chapter. The 
wide swings that have been experienced in the prices of raw materials have 
been due partly to the process of inventory accumulation and depletion, 
which have exaggerated for raw materiais the amplitude of cyclical fluc- 
tuations of demand, and partly to the fact that many raw materials are 
used principally in the production of capital goods and consumer durables, 
which suffer most in a recession. We doubt whether stabilization policies 
either can, or perhaps ever should, be so thorough-going as to level out the 
minor business oscillations that lead to substantial inventory adjustments. 
Accordingly, we would not be surprised if the price of many raw materials 
were still to show wider variations than the price of manufactured goods. 
On the other hand, as we have already indicated, we think it not unreason- 
able to believe that a succession of extreme booms and slumps can be 
avoided. It is these that have led in the past to catastrophic swings in 
demand for industrial raw materials and abysmally low prices for them 
through long periods. Remove the sequences of boom and slump and you 
also remove one of the chief causes of depressed raw materials prices. As 
we foresee the future shape of world trade, then, there are grounds for 
considerable optimism about the terms on which most of our principal 
exports will be traded. Demand will probably continue to be high for 
industrial raw materials. There may well be a buyers’ market for most 
manufactured goods. At the very least, it seems fair to say that, if reason- 
ably high levels of employment can be maintained throughout the world, 
we should not find over the next twenty-five years that the terms of trade 
are stacked against us. 
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AS PART OF the background of Canada’s prospective economic growth, 
we have now tried to provide some observations about the world environ- 
ment in which it will take place, about our relations with the United States, 
and about the changing nature of world trade. Before proceeding to out- 
line our detailed forecasts, it remains to say something about Canada’s 
economic development in the immediate past. It is true, of course, that all 
of our history is a prelude to what lies ahead and may throw light on it. 
The reason we have chosen to restrict our attention to the period since 
1939 is partly that earlier periods have been well surveyed in the docu- 
ments of the Royal Commission on Dominion-Provincial Relations (the 
Rowell-Sirois Commission) and elsewhere; and partly that the War years 
and the decade that followed saw the growth of the Canadian 
economy to a different order of size and complexity. Valuable information 
about recent Canadian economic development is to be found in many of 
the studies which have been prepared for us; and in addition much of this 
material has been drawn together in a separate study on Canadian 
Economic Growth and Development from 1939 to 1955. That study does 
not pretend to follow in detail the fluctuating course of business activity 
since the beginning of the War but attempts to concentrate on developments 
which have altered the structure of the economy or permanently added to 
its productive resources. That is also our purpose in this chapter. In addi- 
tion, we should like to make some tentative suggestions about how the 
contemporary Canadian economy may most appropriately be regarded. 


One of the ways of approaching Canadian economic history that has 
had wide influence has been to see it as a panorama of staple production 
for export.1 First on the scene come the French and Portuguese and 
English in their small fishing-vessels to catch cod on the Grand Banks and 
in the Gulf of St. Lawrence and to establish harbours as far inland as 
Tadoussac. Then for more than a hundred years the centre of the stage 
is held by the fur trade, with voyageurs threading their way along distant 
lakes and rivers as far to the northwest as Lake Athabaska and beyond, 
and as far south as the lower Mississippi to bring back beaver skins and 
other peltries for shipment to Europe. Then an attack is made in earnest 
on the Canadian forests and great booms of squared timber come rafted 
down the Ottawa and St. Lawrence. The next turbulent scene shows the 
first transcontinental railway being built; immigrants pouring into Western 
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Canada; the prairies being broken; sod houses going up on the new home- 
steads; and wheat being threshed far into the late summer night as sparks 
swarm skyward from the threshing-machine. In the boom of the ’20’s, 
the spotlight is on new staples, including primarily newsprint and alum- 
inum; but the pattern is still essentially the same — production of a compar- 
atively few staple commodities for export and development of the facilities 
required to prepare and bring them to market. 


That way of looking at Canadian economic history no doubt makes 
clear what essentially was happening in earlier periods. But our economic 
growth has now reached a point where such a method of regarding it no 
longer seems adequate. External demand is still perhaps the most important 
spur to our economic development; but the stimuli are now of many kinds. 
Sometimes our economic growth would seem to be chiefly promoted by 
government expenditure. Sometimes consumer expenditure has the central 
role. Sometimes we are experiencing a capital boom which may be con- 
centrated for extended periods on the resource industries and primary 
manufacturing but, at others, may shift to the secondary manufacturing 
industries. The stimuli to growth are now various, and no one of them 
need necessarily become more than relatively unimportant as another 
comes to the fore. Moreover, various kinds of economic activity interact 
upon one another in more complex ways than was true in earlier periods. 
Finally, the whole process now seems to be more self-reinforcing and self- 
sustaining than it was during those phases of our economic growth that 
have been illuminated by a view focussed on staple production. During 
the period from 1939 to 1955, which it is the purpose of this chapter to 
examine, economic growth may be seen rippling across many sectors of 
the economy, freshened by demand from a number of different quarters. 


Sectors of the Canadian Economy 


The sectors into which we have divided the economy have been 
chosen with a view to facilitating analysis of what has been occurring 
and of what structural changes may be expected in the future. Since 
they do not fully coincide with the sectors used by the Dominion Bureau 
of Statistics, it is necessary to make clear what activities they cover. The 
main change that we have introduced into the standard industrial classi- 
fication used by the Bureau has been to cut the manufacturing category 
in two. How this has been done is shown in detail in Appendix G. Some 
general idea, however, of the division we have made is indispensable to 
an understanding of many of the tables and analyses contained in this 
report. Manufacturing is a very broad class and includes industries that 
differ widely. Some of them, which we have called “primary manufacturing” 
industries, are principally engaged in the processing of natural resources 
and are generally located close to those resources. These industries produce 
industrial materials rather than end-products, export a significant proportion 
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of their output, and, by and large, have httie tariff protection. Many of 
them use a large amount of capital relative to labour and so are described 
as “capital-intensive”. The industries, on the other hand, that we have 
grouped together under the heading of “secondary manufacturing” typi- 
cally carry out a higher degree of processing and make use of raw materials 
and semi-manufactured goods of both foreign and domestic origin. They 
produce end-products rather than industrial raw materials; they are ordi- 
narily located close to their markets, which are largely domestic; and 
most of them enjoy at least a moderate degree of tariff protection. As 
a group, they are somewhat less capital-intensive than the primary manu- 
facturing industries. 


Some examples may serve to indicate how we have drawn the line 
of division through the broad manufacturing category. Included in primary 
manufacturing are the lumber industry, the pulp and paper industry, non- 
ferrous smelting and refining, food canning and processing, and that part 
of the chemical industry which produces such bulk chemicals as fertilizers, 
acids, alkalis and primary plastics. Secondary manufacturing covers a 
broad range of industries, including, among others, the automobile indus- 
try, the iron and steel industry, the clothing industry, the electrical indus- 
try, the textile industry, and that part of the chemical industry which manu- 
factures such products as paints, soaps and drugs. We are aware that the 
line of division between the two categories is neither completely logical nor 
completely satisfactory. Indeed, it could not be in a period of rapid techno- 
logical change such as the present when the number of products often 
manufactured by a single plant makes it difficult to give a clear answer to 
the apparently simple question, “What is an industry?” But we would 
claim that the division we have made separates with rough accuracy two 
kinds of manufacturing which have different problems and respond to 
different stimuli; that for that reason it facilitates analysis; and that, into 
the bargain, it draws a distinction that much public discussion of manufac- 
turing often seems to be searching for.? 


The other changes that we have made in the Bureau of Statistics’ 
classification are less significant. Forestry; fishing, and trapping; and 
mining, quarrying and oil wells; these are all the same as the Bureau’s 
categories with those names. In our classification they are listed, together 
with electric light and power, as the “resource” or extractive industries, 
on which primary manufacturing is based. The various categories of ter- 
tiary industry are arranged and combined rather differently in the classifi- 
cation we have used than they are in the Bureau’s publication; but identify- 
ing their counterparts there should not be difficult. 


Main Dimensions of Growth 


The two accompanying charts give some indication of the growth that 
has taken place in the Canadian economy since the beginning of the War. 
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In constant dollar terms the Gross National Product increased by 124 per 
cent between 1939 and 1955, or at an annual compound rate of 5.16 per 
cent. Per capita Gross National Product increased in real terms by 61 per 
cent, or at an annual compound rate of 3.04 per cent. Over the same 
period the index of industrial production increased by 142 per cent or at 
an annual compound rate of 5.68 per cent. Growth of this order of 
magnitude was made possible by concurrent growth in supplies of the 
basic factors of production. There was a rapid increase in population 
and in the labour force; in known and commercially exploitable natural 
resources; and in the amount of capital that had been put in place. 


In 1939 Canada’s population amounted to 11,267,000. By 1955 it 
had risen to 15,601,000, augmented by natural increase, by immigration 
and by the entry of Newfoundland into Confederation on April 1, 
1949, with an existing population of 343,000 and with a high birth rate 
of Newfoundland babies. If Newfoundland is omitted from the calculation, 
the population of Canada has been increasing over this period at an 
average rate of 1.88 per cent annually. Meanwhile, the labour force (inclu- 
ding those in the armed services) grew from 4,658,000 in 1939 to 5,042,000 
in 1946 and to 5,676,000 in 1955. The rate of increase over the whole 
period was 1.24 per cent. It is worth remarking that most of the net addition 
to the labour force since 1946 was provided by immigration. This is 
explained by the fact that over the last 20 years the number of those 
in the age group from 15 to 19, from which new entrants to the 
labour force are ordinarily drawn, has remained virtually constant with 
the result that natural increase has not made any significant contri- 
bution to the net addition to the labour force since the end of the 
War From 1939 to 1946 neither immigration nor emigration was 
of much importance. In the following nine years, however, 1,131,000 
immigrants entered the country, while 519,000, it is estimated, emi- 
grated, leaving 612,000 as the total for net immigration. Without large- 
scale immigration, labour shortages would have been even more acute than 
they were, and the degree of economic growth actually experienced could 
not have been achieved. 


Unfortunately, there is no simple way of showing statistically how 
the natural resources base has been expanded. In the case of mining, 
it might be thought that figures for proved or measured reserves would 
furnish a reliable comparison. However, because it is expensive to develop 
proved reserves, such figures tend to reflect current production at least as 
much as total potential and therefore are an inadequate guide to the 
resources probably available. The best that can be done, therefore, is to 
pick and choose, giving examples now of increases in the volume of prod- 
uction, now of increases in the value of production, and, in a few instances, 
of increases in the figures for reserves. Although iron ore had been mined 
in past years in Canada and many deposits were known, there was no 
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production between 1924 and 1938 (except in Newfoundland), since none 
of the deposits could be mined at a profit. In 1955 Canadian shipments of 
iron ore amounted to 16 million tons and this figure rose in 1956 
to more than 22 million. In 1939 Canadian production of crude petroleum 
from the comparatively small Turner Valley field in southern Alberta 
amounted to 8 million barrels. As a result of the many new fields disco- 
vered since the strike at Leduc in 1947, Canadian production in 1955 
amounted to 129 million barrels; and proved reserves increased between 
1946 and 1955 from some 70 million barrels to approximately 3,000 million 
barrels. Between 1939 and 1955 production of natural gas increased from 
35 billion to 151 billion cubic feet; and proved reserves rose from 2 trillion 
cubic feet to some 21 trillion cubic feet. In 1939, of course, no uranium 
was produced in Canada. In 1956 the value of uranium production amount- 
ed to almost $40 million. There have also been substantial increases in 
the production of non-ferrous metals, which have been mined in quantity 
in Canada since not long after the turn of the century. 


Expansion of our mineral resources has been brought about in a number 
of different ways. In part, it has resulted from completely new discoveries, 
as in the case of many of the western oil fields, the uranium mines on Lake 
Athabasca and in Algoma, the nickel mines in northern Manitoba, the 
lead and zinc mines in New Brunswick, and the asbestos mines in northern 
British Columbia and northern Ontario. In part, it has flowed from further 
probing of known and already mined deposits, as in the case of the Sud- 
bury Basin and of the Sullivan mine in southern British Columbia. In 
still other cases such as the copper mines at Chibougamau and the 
iron mines at Steep Rock Lake in Ontario and at Knob Lake in Labra- 
dor and New Quebec, it has arisen from the development of deposits 
whose existence had long been known but which had become economic to 
mine only with new technological methods and with keener world demand 
reflected in higher prices. Finally, these same causes made it profitable to 
reopen some mines that had been abandoned, such as a number of copper 
mines in Newfoundland and silver and base metals mines in the Yukon. 
The shape of our mining frontier, in other words, has been determined not 
only by the discoveries of prospectors on Canadian soil but also by events 
in Cuba or Rhodesia, by new metallurgical techniques invented in Swit- 
zerland or Delaware, and by the views taken of these developments by 
traders in St. Louis or on the London Metal Exchange. 


In a country like Canada with abundant natural resources, many of 
which, however, are either inaccessible or intractable or both, the distinc- 
tion that is often drawn between “land” and “capital” is apt to become a 
little blurred, since much of the land’s potential wealth is not brought into 
any significant relationship with the economic process until demand for 
it is sufficient to justify a heavy expenditure of capital in its exploitation. 
That is true of water-power, for example. Between 1939 and 1955 installed 
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hydro-electric capacity increased from 8 million to 18 million horsepower 
— at the cost of a heavy outlay in dams, turbines and generators. But 
the capital invested in recent natural resource development in Canada has 
characteristically been heavy. We were told by representatives of the 
Aluminum Company of Canada, for example, that close to $300 million 
was invested in the project at Kitimat in British Columbia before a single 
pound of saleable aluminum was produced.* Similarly, an investment of 
approximately $255 million by the Iron Ore Company of Canada was 
necessary before the mines at Knob Lake could be brought into 
production.° 


No figures have previously been published in Canada to show the 
growth of capital stock. But provisional estimates developed by the Com- 
mission’s staff suggest that between 1939 and 1955 the gross stock of fixed 
industrial capital in Canada increased (in terms of 1949 constant dollars) 
from approximately $24 billion to approximately $38 billion. However 
that may be, the rate of capital investment has certainly been impressive. 
During the War capital investment was hardly more important than it had 
been during the depression years of the early ’30’s. In 1943, for example, 
gross private domestic investment (excluding inventories) represented only 
7.7 per cent of Gross National Expenditure, which was almost exactly the 
same percentage as had been invested in 1934. As soon as the War was 
over, however, investment accelerated rapidly. In 1946 gross domestic 
investment represented more than 12 per cent of Gross National Expend- 
iture. By 1950 this proportion had risen to almost 18 per cent and by 
1955 to almost 19 per cent. During recent years, as we have already men- 
tioned in Chapter 3, Canada has been devoting a substantially larger 
proportion of its total expenditure to capital formation than has the United 
States. 


The Canadian Economy during the War 


Perhaps these are sufficient indications of the main dimensions of 
economic growth over the period and we may now turn to record briefly 
what happened to the economy during the War, in the post-war period of 
readjustment and during the succeeding expansion. At a number of points 
in the narrative, reference is made to the information contained in Tables 
5.1, 5.2, and 5.3, which show the changing composition of the employed 
civilian labour force and of total output* and expenditure. 


* The measure of output used in Table 5.2 and throughout this chapter is Gross Domestic 
Product at factor cost. This differs from Gross Domestic Product at market prices in that 
the amount of indirect taxes has been subtracted and the amount of subsidies added, as 
those two items are defined in the National Accounts. The only difference between Gross 
Domestic Product at market prices and the more familiar concept, Gross National Product 
at market prices, is that the former excludes foreign earnings of residents of Canada 
and includes earnings in Canada of non-residents, while the latter includes all income 
earned by residents and excludes all income earned by non-residents. The Gross Domestic 
Product (at factor cost) of a sector measures the value of the output attributable to that 
sector. In other words, it is a net concept. 
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This is not the place to record the achievements of the Canadian 
economy in turning out military material and supplies for its own forces 
and for those of its allies at the same time as Canada was maintaining a 
force of more than 750,000 men under arms. Our focts of attention must 
rather be on those developments that left some lasting increase in productive 
capacity or led to some lasting structural change in the economy. When 
war broke out, the economy was operating at far below its full capacity. 
To mention only one indicator, 11 per cent of the labour force were still 
without work in 1939. That explains why much of the talk in army mess 
halls and among matelots on the destroyers was about riding the rods; 
about brushes with the railway police; and about the “jungles” that had 
sprung up during the depression on the fringes of most Canadian cities. 
It is also one reason why in some sectors of the economy it was possible 
to increase output very substantially without any increase in productive 
capacity. If, on the outbreak of war, there had been unemployment in the 
cities, there had also been serious under-employment on the farms, to 
which many who had been unable to find work elsewhere had drifted back 
since there they could at least be sure of food and shelter. The needs of 
the armed forces and the increase in industrial activity at once began to 
cut into this reservoir of surplus manpower. In 1939 the labour force in 
agriculture amounted to almost 1,300,000. By 1944 this figure had dropped 
to only a little over a million. With demobilization in 1945 and 1946, the 
farm labour force again turned upwards. But as the mechanical revolution 
on Canadian farms got under way, this very temporary movement was 
quickly reversed and the number of those employed in agriculture has since 
dropped almost steadily so that, in 1955, it amounted to only 817,000, or 
slightly more than 15 per cent of the employed civilian labour force. Here 
was one wartime trend that was to prove lasting. 


In spite of a declining labour force and little or no increase in the 
acreage under cultivation or in agricultural capital, farm output between 
1935-39 and 1940-44 increased by some 30 per cent. This was accomplish- 
ed by dint of more intensive cultivation. Perhaps more important, though, 
than the rise in real output, which was comparatively modest when set 
alongside a 60 per cent increase for the economy as a whole between 1939 
and 1944 (when output reached its wartime peak), were the production 
shifts that occurred. By 1944 output of livestock and of poultry had both 
increased by about 58 per cent over pre-war levels. Canadian agriculture 
had been given a twist away from its concentration on the production of 
cereals. This was to be undone when the War was over; but it foreshadowed 
a trend of increasing significance for the future. 


The resource industries also expanded less than the economy as a 
whole, with their output increasing by only 8 per cent from 1939 to 
1944. What happened in these industries essentially was that, while output 
remained virtually constant, the products they turned out were put to 
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different uses and many shifts in production occurred, with the output of 
gold, for example, being sharply reduced and the output of zinc sharply 
increased. The only area in which there was a marked expansion in capacity 
was hydro-electric power, where installed capacity grew by only a little less 
than 25 per cent between 1939 and 1944. Much of this increase was asso- 
ciated with growth in the aluminum industry, whose ingot-producing capa- 
city increased fivefold between 1939 and 1944.7 Another primary manufac- 
turing industry that grew significantly during the War was the primary 
chemical industry, with facilities for the manufacture of sulphuric acid, 
for example, doubling over the period. The output of all primary manu- 
facturing industries taken together grew at about the same rate as total 
output. 


The heterogeneous service industries were inevitably affected very un- 
evenly by wartime demand. The railways were called on to move a much 
larger number of passengers and a much larger volume of freight; and the 
construction industry was hard-pressed to put up all the new military and 
industrial installations that were required. The output of the construction 
industry and of the transport, communications and storage industries rose 
somewhat more than total output during the War. Activity in almost all 
the other service industries, however, was curtailed by wartime restrictions. 
Output in the trade, finance and private service industries increased by only 
20 per cent from 1939 to 1944 and the steady growth in the proportion of 
the labour force employed in these industries that had been noticeable in 
every decennial census for more than 70 years was interrupted. Personal 
incomes during the War increased in real terms by almost three-quarters, 
but this increase was prevented from stimulating most of the service 
industries by increased taxes, higher savings, and shortages of consumer 
goods. 


The sector of the economy that benefited most from wartime expansion 
was secondary manufacturing. During the War it was simultaneously 
insulated from foreign competition and exposed to the forcing effects of 
intensified research and development. From the very beginning of the War 
Canada was cut off from overseas suppliers by scarcity of shipping space, 
and this situation was aggravated as the destructiveness of enemy action 
mounted. Sources of supply in the United States were also less available, 
initially because of the importance of preserving Canada’s limited exchange 
resources of United States dollars and, later, as United States war pro- 
duction shifted into high gear, because of the lack of surplus capacity 
across the border to meet the requirements of the Canadian war effort. As 
a result, Canadian industry found itself more on its own than it had ever 
been before. Government assistance came in the form not only of very 
large contracts and generous capital cost allowances, but also of sponsored 
programmes of research and development. As the President of the National 
Research Council pointed out in his submission to us, very little industrial 
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research was being done in Canada before the War; but in the Second 
World War Canadian industry underwent the same exposure to widespread 
government research as United States industry had experienced in the 
First World War.’ In this protected hot-house atmosphere, where costs 
were of relatively minor importance, secondary manufacturing grew like 
a beanstalk. 


Between 1939 and 1944 it is estimated that the output of the secondary 
manufacturing industries increased by 160 per cent. Because of the diffi- 
culty of valuing munitions on a basis comparable with civilian production, 
that estimate may somewhat overstate the increase actually achieved. Nor 
was all of the increased output by any means permanent or accompanied 
by permanently increased capacity. Nothing may be left of a wartime 
explosives plant but some decayed bunk-houses and a road leading no- 
where that a canoecist comes on with surprise as he is portaging through the 
bush. Yet when every allowance has been made, it remains true that the 
output of the secondary manufacturing industries increased prodigiously 
during the War and that it left them with greatly increased stature both 
absolutely and relatively. In some industries, basic capacity was permanent- 
ly enlarged. Basic steel-making capacity, for example, increased by more 
than 50 per cent during the War and was never subsequently cut back.® 
Production was rounded out. Electronic components, that before the War 
had been imported from the United States, were now produced in Canada. 
New industries were successfully established. Synthetic rubber, roller bear- 
ings, diesel engines, antibiotics, high octane gasoline, were produced here 
for the first time during the War and this new production resulted in per- 
manent additions to Canada’s industrial capacity. New skills were acquired 
by the labour force. Management became more adept and more confident 
through experience with large-scale organization and improvisation. The 
story is summed up in a few simple figures: in 1939 secondary manufac- 
turing accounted for approximately 17 per cent of total output and 14 per 
cent of the employed civilian labour force; by 1944 those percentages had 
risen to 30 per cent and 25 per cent respectively; by 1949, when the post- 
war adjustment was complete in most respects, they had fallen back but 
only to 23 per cent and 21 per cent, which were considerably above the 
comparable figures for any year either in the ’20’s or ’30’s.1° 


As would be expected, the chief stimulus to economic expansion during 
the War was provided by government expenditure. In his annual report for 
1945 the then Governor of the Bank of Canada, Mr. G. F. Towers, 
drew attention to the fact that government expenditure on goods and 
services, including exports directly or indirectly financed by government, 
represented about 40 per cent of Gross National Expenditure and he 
described this total government outlay as “the main driving force behind 
the very high level of activity which was attained during the War period”. 
The problem before the country, he went on, was “to expand the other 
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types of expenditure, and particularly domestic private investment and 
domestic consumption, in order that there will be compensating stimulus 
as government outlays decline to their post-war level’. 11 


Years of Adjustment 


In the period following the end of the War as the economy was being 
converted to peacetime production, and on through 1949 as total output 
again began to rise, the principal stimulus to economic growth and activity 
would seem to have been consumer expenditure. When the War ended, 
there was a large backlog of unsatisfied consumer demand and a large accu- 
mulation of personal savings. Together with sustained levels of current 
income, they provided the fuel for the blaze of consumer spending that, 
more than anything else, kept a good head of steam behind the economy 
and enabled it to shift to a civilian basis without much decline in output 
or any considerable degree of unemployment. 


In Canada, as well as in the United States and other countries, it had 
been feared during the War that the end of hostilities might be followed by 
a sharp drop in business activity and elaborate preparations had been made 
to avoid such a contingency. The various precautionary measures that had 
been introduced had been inspired by a wide variety of motives. Some of 
them were principally designed to deal justly and even generously with ex- 
servicemen on their return to civilian life. Examples of such measures 
were the war service gratuities and re-establishment credits payable by 
the Department of Veterans Affairs. Other measures were principally 
designed to put into effect the recommendations of the Rowell-Sirois Com- 
mission for minimum national standards of welfare and for adjustments 
in the taxing power. Examples of such measures were the Un- 
employment Insurance Act of 1940, the Family Allowance Act of 1944, 
and the Wartime Tax Agreements between the Federal and Provincial 
Governments. Another set of measures, including the Agricultural Prices 
Support Act of 1944, were intended to prevent a repetition of the disastrous 
fall in farm incomes that had added so materially to distress in the °30’s. 
But all of these measures were coloured to a greater or less degree by 
the general view that there should be means available to the federal 
authorities to maintain flows of expenditure for consumer and capital 
goods when depression threatened. 


That view found its most authoritative Canadian expression in the 
White Paper on Employment and Income, which appeared in the spring 
of 1945. In that document the government of the day declared that a high 
and stable level of employment was a major objective of its policy and gave 
some indications of the courses to be followed in achieving it. In the field of 
foreign trade, it was pointed out, Canada had already co-operated with 
many other countries in plans for the United Nations Relief and Reha- 
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bilitation Agency, the International Monetary Fund and the Internationa: 
Bank for Reconstruction and Development. These international efforts 
to restore the damage done by the War and to re-establish a freely oper- 
ating system of world trade would be supplemented on Canada’s part by 
substantial credits to enable its principal overseas customers to pay for 
their imports from Canada while they were repairing and readjusting 
their economies. In the investment field, provision had been made to pro- 
vide credit for small businesses through the formation of the Industrial 
Development Bank and for residential construction through the formation 
of the Central Mortgage and Housing Corporation. It was the government’s 
intention that private investment should be further stimulated by mainte- 
nance of the low interest rates that had prevailed during the War. In the field 
of taxation, early and substantial reductions were forecast in corporate 
and personal income tax rates and in the sales tax. Since it is unlikely that 
any government in Canada will want to divest itself of responsibility for 
maintaining full employment, the change in the relation of the govern- 
ment to the economy epitomized in the White Paper of 1945 is likely 
to prove permanent. Indeed, it may well be considered to be the most 
important of all the changes recorded in this chapter.1? 


Some of the measures that were conceived during the War to ward 
off a threatened depression operated only indirectly to increase consumer 
incomes. Others, however, such as family allowances, veterans gratuities 
and tax reductions, directly increased the amounts available to individuals 
for consumer spending. And all of them helped, along with the large 
volume of accumulated personal savings, to create an atmosphere of 
confidence, in which consumers felt they could safely proceed to make 
large purchases of the goods they had been denied during the War. In 
this atmosphere consumer expenditures, in terms of 1949 constant dollars, 
grew from $8,338 million in 1944 to $10,963 million in 1949. Over the 
same period the percentage of Gross National Expenditure represented by 
consumer spending increased from 52 per cent to 67 per cent. 


But nowadays as one economic stimulus comes to the fore, others do not 
necessarily recede, except in a relative sense; and if consumer demand 
would seem to have provided the principal stimulus from 1945 to 1949, 
private investment and external demand were also vigorous during those 
years. This was the period when Canadian cities began to be circled with 
the new housing developments that have expanded, ring by ring, ever 
since. It was also the period when combines and tractors were moving 
in droves on to Canadian farms to transform agriculture in the Prairie 
Provinces, particularly, and to reduce drastically and definitively the size oi 
the farm labour force. The manufacturing industries were also equipping 
themselves with new structures and new equipment. Reflecting these deve- 
lopments, private investment in constant dollar terms grew from $1,193 
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million in 1944 to $2,968 million in 1949. The percentage of Gross Na- 
tional Expenditure accounted for by private investment increased over 
the period from 7 per cent to 18 per cent. 


One of the sectors of the economy in which there was substantial 
capital investment during these years was the resource industries. We 
have already mentioned that output in this sector increased hardly at all 
during the War, except for the generation of electric power. With the end 
of the War, however, external demand for the products of Canada’s mines 
and forests revived. The output of metals, wood pulp and lumber all 
expanded substantially and the commodities produced by the primary 
manufacturing industries on the basis of these resources regained the 
pre-eminent place they had held before the War in Canada’s export trade. 


During this period a significant proportion of our exports were financed 
by governments — by the post-war credits extended by Canada to the 
United Kingdom and other countries and later by United States grants 
to third countries for off-shore purchasing under the European Recovery 
Programme. It is estimated, for example, that in 1946 one-third of all 
Canada’s exports were financed by the Canadian Government.1? When 
one looks back at those years and also recalls the historic dependence 
of the Canadian economy on the export trade, what seems surprising about 
Canada’s exports immediately after the War is not that Canada became 
involved in balance-of-payments difficulties late in 1947 through exporting 
such a large volume of goods without receiving anything in immediate 
return, but rather that, at a time when domestic consumption and private 
investment were both strong, it was possible for the economy for almost 
two years to export so much on credit. 


By 1949 the economy, supported by high levels of demand, parti- 
cularly on the part of consumers, had gone a long way toward sorting itself 
out into its new peacetime pattern. Agriculture now accounted for a signi- 
ficantly smaller proportion of total output and total employment. The 
resource industries and primary manufacturing had risen in relative im- 
portance from the position they had held during the War. Secondary 
manufacturing provided employment for almost as many workers as it 
had in 1944, but it had declined since then in relative importance, both 
from the point of view of output and employment, as the total labour force 
had grown and as the service industries had come to provide a larger and 
larger proportion of all the jobs in Canada. The number of workers in the 
construction industry doubled between 1944 and 1949 and there were also 
substantial increases in employment in transportation and communication 
and in the trade, finance and private services sector. The 1949 Gross 
National Product in constant dollar terms for the first time exceeded the 
previous peak that had been reached in 1944. 
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The Post-Korean Expansion 


With the boom initiated by the outbreak of war in Korea in 1950, 
we return to a period that fits the familiar, historic pattern of dom- 
inant export demand, which was accompanied in this case, as in similar 
periods in the past, by heavy capital expenditures to meet it. It was in 
those years that the iron ore in Labrador and New Quebec was 
developed; that heavy investment was made in the development of oil 
and natural gas on the Prairies; and that a new large-scale aluminum 
project at Kitimat in northern British Columbia was undertaken. Between 
1949 and 1955 output in the resource industries increased by approximately 
70 per cent, accounting for 10 per cent of total output in the latter year 
instead of the 8 per cent that it had represented in 1949. Gross domes- 
tic investment as a proportion of Gross National Expenditure varied be- 
tween 17 per cent and 19 per cent and was heavy in the resource industries 
and primary manufacturing. Canadians who remembered the boom in the 
first decade of the century or in the ’20’s, found much that was familiar 
in the dynamic behind this new growth. 


It is worth noticing, however, how deeply Canada’s economic growth 
in this period, unlike other boom periods in the past, was influenced by 
defence expenditures. In real terms government expenditure was half as 
large again in 1955 as it had been in 1950 and accounted for 16 per cent 
rather than 13 per cent of Gross National Expenditure. In part these 
increased expenditures went to support much larger armed forces; but 
their effects on the economy were widespread. Under the stimulus of 
government contracts the aircraft industry, which had declined sharply 
after the War, grew rapidly until by 1955 it employed more than 30,000 
workers. The need to build radar warning lines stimulated the construc- 
tion industry, the electronics industry and civil aviation. The establishment 
of Camp Gagetown near Fredericton added the equivalent of a new industry 
to New Brunswick and one larger than any that had existed there before. 
These effects of Canadian and United States defence expenditure on the 
Canadian economy are reasonably well known and are obvious enough. 
What is not always so fully realized is how the programme of resource 
development was coloured to greater or less degree by defence consider- 
ations. 


When the North Atlantic Treaty Organization was established in 1949, 
military planning was predicated on the assumption that the probable 
course of weapon development would make some future years more dan- 
gerous than others. With the outbreak of war in Korea, however, this 
view gave way to the belief that the period of maximum danger had al- 
ready begun; and in its turn, this was modified into a realization that the 
threat to the security of the West might last for decades and take many 
forms. At the same time as strategic thinking was undergoing these changes, 
it was beginning to appear that the economic recovery of the countries 


91 


92 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


of Western Europe had now progressed so far as to initiate a period in 
which their requirements for raw materials would be on an ascending 
scale. Moreover, the United States was discovering that it was becoming 
deficient in many important raw materials. This discovery was dramatized 
by the work of the Paley Commission, which had been established by 
President Truman early in 1951 in order to consider how the needs of 
the United States for raw materials arising from the defence programme, 
from consumer demand, and from the long-term growth of the economy 
could best be satisfied. At the same time the International Materials 
Conference, which had been set up as a result of the meeting of Presi- 
dent Truman and Prime Minister Attlee at the end of 1950, was attempt- 
ing to allocate materials that were in short supply. 


These events and the thinking and forecasts which they reflected 
have had an important influence on the development of Canada’s natural 
resources. It has been estimated, for example, that about 40 per cent of 
the free world’s production of nickel is used for defence purposes;1* and it 
seems likely that this is also a fair measure of the proportion of Canadian 
output that has been channelled in recent years either into the United 
States stockpile or into military production. Contracts with the United 
States Government, in fact, have been the indispensable basis for much 
new nickel production. Similarly, uranium production in Canada has been 
made possible only by guaranteed sales to the Atomic Energy Com- 
mission in the United States. The influence of defence considerations 
on other resource developments has not always been so_ direct. 
But the search for oil and natural gas in Western Canada has obviously 
been affected by the political and military uncertainties overhanging the 
continuance of supplies from the Middle East; and United States steel 
companies might have decided to open up reserves of iron ore in other 
parts of the world had it not been for the fact that Canadian supplies were 
less likely to be interrupted in time of war. Canadian resource develop- 
ment, in other words, has profited from our proximity to the voracious 
industrial capacity of the United States at a time when the United States 
was undertaking large responsibilities for the defence of the free world 
and when troubled political conditions were casting a shadow on the relia- 
bility of overseas sources of supply. In some cases these projects have 
also been on a larger scale than might have seemed justified without the 
expectation that defence requirements and political uncertainties would 
persist for many years to come. All of them — the developments of iron 
ore and aluminum and nickel and uranium and oil and natural gas — 
have a full rich body that would be fortifying in peace or war or cold 
war. But many of them have a glint of the sergeant’s shilling somewhere 
at the bottom of the glass, just the same. 


It is also worth remarking the continued vivacity of consumer demand 
during this period. Both on an aggregate and per capita basis, consumer 
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expenditure continued to rise steadily with only a slight interruption to 
the upward trend in 1951. The long-run stability of the ratio of personal 
expenditure to personal income, cautions against attributing too much 
novelty to the phenomenon. Nevertheless, the vigour of consumer 
spending was remarkable. In part, it would seem to be explained by the 
wide distribution and levelling up of incomes throughout the population. 
There was wherewithal for the aspirations of consumers to be widely 
satisfied. The high levels of consumer expenditure would also seem to be 
related to changing consumption patterns that concentrated expenditure 
on automobiles and other consumer durables for which credit could be 
readily arranged. Far outstripping the growth of personal disposable in- 
come and of consumer expenditure, consumer credit has had the effect of 
loosening the ties between the addiction to consume and income limita- 
tions. Another partial explanation would seem to be that consumers have 
now rid themselves of the last vestiges of a depression psychology 
and, in the expectation that good times will continue, are complacent 
about assuming fairly heavy burdens of consumer indebtedness. Whatever 
the reasons, they have proceeded to purchase goods and services on a 
scale that has confounded many forecasts. To take only one illustration, 
broadcasting of television programmes began in Canada only in 1952. 
By 1956 it is estimated that 55 per cent of the wired households in Can- 
ada had one or more television sets installed.1> Consumption expenditure 
on this scale is clearly only possible with high levels of income. But it is 
equally obvious that, in its turn, it provides a stimulus toward higher 
incomes. 


The Canadian Economy Today 


By 1955 the Canadian economy was much more diversified — and 
more versatile — than it had been in 1939. A large number of new 
industries had been successfully established. Secondary manufacturing 
occupied a relatively more important place in the economy than it had 
before the War. The resource base had been extended. The range of 
commodities exported in significant volume had been widened and total 
exports accounted for a significantly smaller slice of Gross National Ex- 
penditure than they had in 1939. 


The extent of the change should not be exaggerated. If we now 
export a wider range of commodities, our exports are still heavily con- 
centrated on a comparatively few basic staples. There has been a signi- 
ficant shift away from agricultural commodities toward forest products, 
metals, minerals and chemicals; but the bulk of our exports are still com- 
posed of goods which have received comparatively little processing.*® If 
we now depend relatively less on exports for the generation of incomes 
and Gross National Product, they still play a vital part in our economy. 
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Indeed as is shown in Table 5.4, their declining relative importance is 
almost wholly attributable to the declining importance of agricultural 
exports in relation to total output. 


Table 5.4 
CANADA’S EXPORTS AS A PERCENTAGE OF 
GROSS NATIONAL EXPENDITURE 
1926-28 1936-38 1946-48 1954 1955 
Goods, including gold 
Lotal.exportSeahtin tear 231 21.4 20:1 16.8 16.8 
Excl -agriculturet.400..... Dns 135.0 13.8 13.2 | ny 
Goods and services 
TOLAVER POLIS Sioa ees a2 29.6 28.6 26.3 ZED 215 
Excl: agricultuge?cu.. sex 17.8 224 20.1 1:6 18.4 


a Excludes agricultural and vegetable products and animals and animal products as shown in the trade statistics, 
other than alcoholic beverages, rubber and products, and fish and fishery products. 


Source: Roger V. Anderson, The Future of Canada’s Export Trade, 1957, a study for the Commission, Chap. 1, 
Perle 


If many new industries have been established in Canada and many new 
products are now manufactured here, that development must be seen 
against what has been happening across the border. In an earlier chapter 
we referred to the many new chemical products now being marketed in 
the United States. In the same vein, we were told in evidence that more 
than 80 per cent of the total business of one of the largest electronics firms 
in the United States is now in products that did not exist commercially ten 
years ago.'’ In other words, if the range of commodities made in Canada 
has been expanding, there has concurrently been a great expansion in the 
range of commodities that might possibly be produced by a highly indus- 
trialized modern economy; and the gaps in Canadian production are still 
large and conspicuous. We have been impressed by the fact that per capita 
Canadian consumption both of crude steel and of chemicals of all kinds is 
only about 50 per cent of American consumption. Those ratios reflect 
lower standards of living, to be sure. But they also reflect heavy Canadian 
imports of machinery and other capital equipment, consumer durables, and 
fabricated parts and components, most of which require for their manufac- 
ture a great deal both of steel and of metal alloys, other mineral substances 
and organic materials that have been subjected to long chemical treatment.18 


For all that, the change has been extraordinary. How far we have 
travelled may be suggested by a quotation or two from the Report of the 
Rowell-Sirois Commission, which was published in 1940. In their chapter 
on “The Canadian Economy Today’, the Commissioners described Canada 
as “one of the least self-sufficient countries in the world” and, after men- 
tioning the importance of exports of wheat and listing the other commodities 
in which Canada had large export surpluses, went on to make the following 
observations: 
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“On the other hand, either Canada cannot produce or cannot produce 
as cheaply as some countries of the world her own requirements of 
such essential industrial raw materials as iron, coal, oil, rubber and 
tin; of tropical fruits, fibres and other natural products; and of many 
iron and steel, chemicals and textile manufactures based on special local 
resources and techniques. Every country could display a list of surplus 
and deficit resources but in few would both sides of the balance sheet 
contain such basically important products in such volume and in few 
would the extremes be so great.’’!® 


Those sentences, we think most readers would agree, are hardly an accurate 
description of the Canadian economy as it exists today. 


As a result of increased diversification, it has now become a more 
complex and sophisticated mechanism than it was, with a large variety of 
reciprocating movements and with complex interactions that owe some- 
thing to the multiplicity of its parts but also something to social and ins- 
titutional arrangements. The wage structure, the tax structure, the 
programme of social security benefits, as well as attitudes toward work 
and social mobility, all assist in transmitting dynamic impulses widely 
through the economy. Money gets rubbed off on a great many fingers. 
Canadians like it, they like the things it can buy, and they find nothing in 
the social structure of the country that would discourage them from owning 
as many of the things they fancy as their pocketbooks will allow. On the 
contrary, a good deal of consumer expenditure is clearly competitive in 
nature and is designed to provide an outward and visible sign of rising 
social status. It follows from all this that when there is effective demand 
for the products of our resource industries or of our primary manufactures 
or, indeed, of any other sector of our economy, money filters into the hands 
of many Canadians and is used to purchase goods and services that stimulate 
activity in the secondary manufacturing and tertiary industries. Conversely, 
the economy is now strong enough to be able, if need be, to support at 
least a part of the export trade for at least short periods of time by provid- 
ing loans or grants to finance it, or, alternatively, by making supplementary 
payments to primary producers if the returns obtained for their commodi- 
ties, when traded internationally, seem inadequate. 


At the same time, the economy has become more self-reinforcing than 
it was before the War. Our prosperity will continue to be heavily dependent 
on foreign trade and foreign investment. But there are also powerful 
internal forces at work that make for continuing economic growth. Many 
of our industries earn substantial profits that can be used for further 
expansion. They also help to create conditions in which other industries 
can thrive by contributing to pools of managerial, technical and manual 
skills. Their needs for machinery, components and materials — as well as 
the by-products they throw off — are constantly opening opportunities for 
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the establishment of new production. So plants manufacturing electronic 
components spring up to supply the television industry, and the petroleum 
industry is increasingly surrounded by a cluster of petro-chemical industries. 
Through their location in urban centres, new or expanded industries create 
a need for heavy investment in municipal improvements. The process is 
intricate and to a large extent self-reinforcing and self-sustaining. It would 
seem that the threshing machine has taken wing and turned into some- 
thing more like a jet. 


6 


POPULATION AND MANPOWER 


THE FIRST census in the modern world was taken in Canada in 1666. 
The new Intendant, Jean Talon, had been in New France only a few 
months when, acting on instructions from Colbert, the First Minister of 
Louis XIV, he began to make preparations for enumerating the sparse and 
scattered population of the colony. The census he drew up is still to be 
seen in the Archives de la Marine in Paris and shows that in 1666 there 
were 547 souls living at Quebec, 532 at Beaupre, 471 on the Isle of 
Orleans, 624 at Montreal, and 461 at Three Rivers, with a few more 
scattered in other settlements along the St. Lawrence. The total number of 
inhabitants of the colony was 3,215, of whom 1,344 were held to be 
capable of bearing arms. 


By 1763 the population of New France had risen to about 60,000. By 
1830, it is estimated, the population of British North America was approx- 
imately a million. By the time of Confederation in 1867, it had risen to 
some 3,500,000. Then followed three decades of economic disappointment 
during which emigration to the United States substantially exceeded immi- 
gration from overseas, so that the census taken in 1901 showed that the 
population had grown to only 5,371,000. The next decade saw the largest 
flow of immigrants that Canada has ever experienced and the most rapid 
rate of population growth, which continued fairly steadily until the end of 
the ’20’s, when it was retarded by the Great Depression.? 


Population Forecasts 


Obviously the principal basis for population forecasts must be the 
record of past population growth. We have been fortunate in being able to 
draw on the census material that has been gathered in Canada on a decen- 
nial basis since 1851 and on the admirable vital statistics that have been 
published annually by the Dominion Bureau of Statistics since 1921. We 
are anxious, however, that the firmness of the foundations we have been 
able to use should not lead to misplaced confidence in the population fore- 
casts we have erected on them. There is a fairly widespread disposition to 
assume that, since many of the people who will be living in Canada in 1980 
already exist, and since the parents of still others have already been 
entered in the census returns, forecasts of population growth are more 
reliable than forecasts of other economic developments. In some measure 
that may be true. But they remain highly fallible. Before proceeding to 
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present our forecasts, we would like to warn that they will prove accurate 
only in the unlikely event that the assumptions on which they are based are 
fully realized. There are three main sets of assumptions we have made in 
the process of formulating population forecasts. The first concern fertility 
rates, which show the number of children born each year for every thousand 
women in the various age groups. The second concern mortality rates, 
which show the numbers dying each year for every thousand men and 
women in the various age groups. The third set of assumptions concern net 
immigration, or the number by which those immigrating into Canada exceed 
those emigrating. All these assumptions have been carefully chosen and, we 
think, are reasonable. But no one can tell whether they will be validated 
as the years roll by; and unless they are, our population forecasts will be 
more or less wide of the mark. 


This warning is the more necessary because many previous population 
forecasts, although carefully and reasonably constructed, have proved 
egregiously wrong. We have been asked to rush in where the Bureau of 
Statistics has been cautious not to tread — at least officially. In the United 
States, however, various official or quasi-official forecasts have been made 
from time to time; and many of these have been proved by events to be 
little more than essays in elaborate error. In 1937, for example, population 
forecasts were prepared for the National Resources Committee. Of the range 
of 16 forecasts presented, only the highest predicted a population for 1965 
as large as has already been reached. All but three of the forecasts showed 
a population for 1980 below that reached in 1955. In 1943. the same 
authors revised their forecasts for the National Resources Planning Board. 
With an assumption of medium fertility and low mortality, they predicted 
that it would be 1980 before the population of the United States grew to 
the size it actually attained in 1955.3 


These forecasts and others like them not only coloured the views taken 
of the future in the ’30’s and °40’s, but also had a wide influence on 
economic discussion and economic analysis. They proved wrong because 
of the great upsurge in fertility that occurred in North America after the 
War and has continued ever since. But who could have foreseen that? The 
birth rate had been declining in the United States as well as in. other 
Western countries for many years and there seemed no reason to suppose 
that the trend would be reversed. No doubt if similarly careful and seem- 
ingly authoritative population forecasts had been made in Canada at about 
the same time, they would have failed to discern on the horizon the great 
increase in fertility that has in fact occurred in this country as well as 
in the United States. 


That phenomenon suggests how mysterious are many, indeed perhaps 
most, demographic facts and what a wide vision is required if their causes 
are to be even partially apprehended. Why is the marriage rate in Ireland 
so low?* Why is the suicide rate in Copenhagen so high? It would require 
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an almost God-like knowledge of the societies from which those facts 
emerge to understand fully the reasons for them. Deepest of all, perhaps, 
lie the reasons why people marry and have children — or, more narrowly, 
why they have more children in one period than in another. Clearly cur- 
rent economic conditions have something to do with it. But only some- 
thing. Other possible reasons press for attention ranging all the way from 
fashion to philosophy and religion. The position of women in society; 
attitudes towards family limitation; social security payments, including 
particularly family allowances; standards of nutrition; all these are relevant. 
Also involved are expectations about the future. One may surmise, for 
example, that in times of great international uncertainty some people may 
decide that it would be imprudent to bring children into the world, while 
on others the effect may be to suggest that when everything is at hazard, 
prudential considerations may as well be disregarded. Feelings about the 
past are also germane: the strength of ancestral voices echoes in the birth 
rate. Nor without significance is the relationship between the society and 
the processes of nature — in fact and also through the modes of thought. 
For in many ways the ideas of thinkers long since dead affect the desire 
to have children as well as other aspects of human behaviour. In some 
communities no doubt the principles of the Utilitarians are still influencing 
the birth rate, as those of the Existentialists may in years to come. What 
is involved would seem to be no less than the total view held by the mem- 
bers of a given society at a given time about themselves and about the 
world — as well as those forces which move human creatures in seeming 
blindness towards unknown ends. 


To plot the course of an élan on which so many influences operate 
must always be hazardous. But it is an indispensable part of our task. 
Stripped of technicalities, one of the main questions that we have had to 
try to answer in making population forecasts has been whether the birth 
rate in Canada will remain at its present very high level. How the birth 
rate (which of course reflects the age composition of the population as 
well as fertility) has been moving since 1921 is shown in Chart 6.1. It will 
be readily agreed, we think, that economic conditions have affected it, as 
is suggested by the sharp decline during the years of the depression. But 
that other things can influence it as powerfully is proved by the fact that 
the glissade was as pronounced during the prosperous ’20’s as during 
the hungry °30’s. Indeed, the decline in the birth rate associated with 
the cyclical depression of the ’30’s seems to have been superimposed 
on a secular downward trend that had been noticeable in Western coun- 
tries for many decades and that is to be explained only by reference to 
broad cultural changes. The sharp rise that occurred at the end of the War 
was to be expected, since many births that might otherwise have taken 
place during the war or the depression had been deferred. Many, however, 
thought that an increase in the birth rate would be only a flash in the pan. It 
did not prove so. After a drop between 1947 and 1949, the birth rate again 
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began to rise and now stands at a level virtually as high as at the post-war 
peak in 1947 or as it did in 1921. At the present time Canada has the 
highest birth rate of any highly industrialized country. It is higher, for 
example, than the birth rate in the United States or in any country of 
Western Europe. It is also higher than the recorded birth rate of a number 
of Asian countries, including Japan, India, and Pakistan, where the birth 
rates are ordinarily considered to be extremely high. The process of indus- 
trialization and urbanization has usually been accompanied by a lower 
birth rate. Canada, as a highly industrialized, highly urbanized country, 
with a high birth rate, is an exception. The question is how long it will 
remain so. 


On examination, the high level of the birth rate in Canada since the 
end of the War is shown to have been due to the fact that relatively more 
people have been marrying and having children, rather than to an increase 
in the average size of families. The marriage rate (the number of people 
marrying for every thousand of population) has been extremely high, and 
although it has fallen from its post-war peak, in 1955 it was still above 
what it had been in any year during the ’20’s or ’30’s. It is also high 
compared with the marriage rates in most other countries, although some- 
what below the rate in the United States. By and large, it appears that not 
only are more people marrying, but they are marrying at a younger age. 
For example, between 1941 and 1951, there was a greater percentage 
increase in the marriage rate for those in the age groups between 14 and 
25 than for any others. The average age of those marrying for the first time 
has also fallen steadily since 1940. In that year the average age for males 
was 28, whereas in 1955 it was only a few months more than 26. Similarly, 
the average age for females has dropped by a full year over the same 
period.® Unfortunately, no study has been made since the 1941 census 
of the average number of children born per family. It would seem, how- 
ever, to be subject to conflicting influences. On the one hand, the tendency 
for the proportion of very large families (with five or more children) to 
decline, that has long been noted, continues. On the other hand, there are 
indications that fewer marriages are childless and that the average number 
of children among the smaller families has increased somewhat. 


Our expectations concerning the Canadian birth rate over the next 
twenty-five years are incorporated in the detailed forecasts of specific 
fertility rates for the various age groups that are presented in Chapter 4 
of the study prepared for us on Output, Labour and Capital in the Canadian 
Economy. We have taken the position that the trend towards earlier mar- 
riages will continue for some years. We also expect that it will be some 
years before the size of Canadian families ceases to reflect, on the one 
hand, a persistent decrease in very large families and, on the other hand, 
some inclination on the part of parents at the other end of the scale of 
family size to plan slightly larger families. Implicit in the assumptions 
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made about specific fertility rates, of course, is also the belief that none 
of the business recessions to be expected over the next quarter of a 
century will match in severity the depression of the early ’30’s. If the 
estimates of future fertility rates prove accurate, the birth rate will decline, 
but only moderately, moving down from where it stood in 1955 at 28.4 
and varying between 24.2 and 25.6 over the period from 1960 to 1980. 


Detailed estimates of mortality rates by age and sex are also to be 
found in the study to which we have already referred. Such estimates are 
likely to show a smaller margin of error than estimates of fertility, since 
mortality rates in Canada have been dropping fairly steadily for the last 
20 years and there is little reason to expect that this trend will not continue. 
Specific mortality rates, when combined, yield the death rate, which shows 
the number of deaths in each year for every thousand of the population. 
The death rate has declined consecutively every year since 1943 and is now 
one of the lowest in the world. 


One reason why we expect a continued decline in the death rate is that 
there is clearly still scope for reducing infant mortality. Here is one field 
where Canada has lagged behind other advanced countries. The number 
of children dying within the first year after birth in Canada is still much 
higher than in the Scandinavian countries or in Australia, New Zealand 
or the United Kingdom. In Sweden, for example, the infant mortality rate 
is little more than half what it is in Canada. As more children are born in 
hospitals and as standards of medical care improve, we would expect 
further important reductions in the infant mortality rate. Since 1921, it 
has been cut by more than two-thirds but there is obviously still room for 
substantial progress.® 


Although some decline in mortality rates can be forecast with assurance, 
there cannot of course be complete certainty about the speed at which they 
will be reduced. Most of the improvement in life expectancy that has been 
achieved over the past 30 years has come about because of the greater 
control that has been gained over contagious and infectious disease and 
because of the reduction in maternal and infant mortality. As a result, the 
principal causes of death nowadays are those characteristic of older people, 
such as cancer and diseases involving the heart and the vascular system. 
Further progress in reducing the death rate, therefore, now largely depends 
on what can be done to combat the degenerative diseases that attack those 
who are no longer young. It may be found that the medical problems 
involved in curbing such diseases will be more intractable than those 
already surmounted in controlling contagion. On the other hand, if medica] 
research into the causes of cancer, for example, were to make an important 
breakthrough, further dramatic increases in life expectancy might be 
registered. Between 1931 and 1951 life expectancy at birth increased from 
60 to over 66 years for men and from 62 to almost 71 years for women; 
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but there has been comparatively little increase in life expectancy for men 
over 40.° | 


Our population forecasts rest on only one set of assumptions about 
fertility and one set of assumptions about mortality. However, we have 
thought it desirable to use a range of assumptions about net immigration. 
The assumptions we have adopted are that those entering the country will 
exceed those emigrating by no less, on an average, than 50,000 a year, and 
probably no more than 100,000, with the likelihood being that net immi- 
gration may run at about 75,000. Population projections are presented 
based on these three different assumptions. For purposes of presenting 
summary forecasts, however, and for forecasting developments in particu- 
lar sectors of the economy, we have ordinarily adopted the mean assump- 
tion, i.e., that net immigration will amount on an average to 75,000 a year. 
It is perhaps worth stressing that if the total of net immigration is to reach 
that figure, the inflow of immigrants will have to be substantially larger, 
since, in any year, some residents of Canada will be leaving to go to other 
countries. 


Our judgment concerning net immigration has been made after examin- 
ing the record of immigration and emigration in past years and after 
giving some thought to the probable size of future migration movements. 
During the ten-year period from 1945 to 1955 immigration averaged 
120,000 a year, while emigration averaged 50,000, with the result that net 
immigration ran at 70,000 a year on the average. From 1951 to 1955 immi- 
gration averaged 170,000, while emigration averaged 60,000 so that net 
immigration ran, on the average, at 110,000. It will thus be seen that we 
are assuming that net immigration over the next twenty-five years will be 
less than it has been in some post-war years but slightly more than it was 
on the average during the decade from 1945 to 1955. 


Net immigration is a function of many variables. It will largely depend 
on comparative levels of economic activity in Canada, in the countries 
from which our immigrants normally come and in other countries which 
provide alternative settlement opportunities for possible immigrants. 
Government policies in all those countries will have a bearing on it. It will 
also be influenced by comparisons drawn between social conditions in 
Canada and elsewhere. Changes in the international scene will affect it, 
too, as is suggested by the migration movements precipitated by the politi- 
cal upheavals in Europe in the nineteenth century, during the Second World 
War, and a year ago in Hungary. In the event of further upheavals of that 
kind, net immigration into Canada might be considerably larger than we 
have assumed. It might also exceed our estimate if discouragement about 
the economic future of Western Europe or apprehension about its political 
prospects were to become more widespread than they are at present. On 
balance, however, we are inclined to think that there is more likely to be 
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a dearth than a plethora of would-be immigrants into Canada from those 
countries from which they have traditionally come. 


This is suggested by an examination of the possibilities in Western 
Europe. Although this country was originally settled from France, it is a 
very long time since Frenchmen in any large numbers have come to 
Canada, preferring their own unique intellectual climate and their own 
almost uniquely fruitful soil and being confirmed in that preference by the 
policy of their Government. Indeed, we have been informed in a reference 
paper prepared for us by the Department of Citizenship and Immigration 
that the French Government now only “barely tolerates” restricted activities 
on the part of Canadian immigration officers. Essentially the same attitude 
is taken by the governments of the Scandinavian countries and of Austria 
and Switzerland. As is shown in Table 6.1, the principal source of Canadian 
immigrants since the end of the War (as for many decades in the past) has 
been the United Kingdom, and we would expect the flow of settlers from 


Table 6. 1 


SOURCES OF IMMIGRANTS—GROSS IMMIGRATION 
NUMERICAL AND PER CENT DISTRIBUTION 


Year U.K. USS. Germany Italy Netherlands Other Total 
thousands 
1946 50.5 Lis 0.4 — 22 By | Gh ey 
1947 35.4 9.4 0.3 0.1 DT: 16.1 64.1 
1948 45.6 7.4 2,5 32 7.0 59.8 125.4 
1949 20.7 7.8 2.9 at 6.8 49.2 95.2 
1950 17 7.8 3.8 9.0 2 33.4 73.9 
1951 S120 7.8 29.2 23.4 19.3 83.2 194.4 
1952 45.3 9.3 257 20.7 2151 42.5 164.5 
1953 46.8 9.4 34.2 D3, 20.3 34.4 168.9 
1954 43.4 10.1 28.5 23.8 16.2 32.3 154.2 
1955 29.4 10.4 176 19.1 6.8 26.6 109.9 
per cent 
1946 70.4 16.0 oS — sey 10.0 100.0 
1947 55.3 14.7 4 si 43 25.2 100.0 
1948 36.4 5.9 2.0 2.6 5.6 - 47.5 100.0 
1949 BA Wiss 8.1 aia! 8.1 qk) oy | 100.0 
1950 1 10.6 52 1222 OF 45.2 100.0 
1951 16.2 4.0 15.0 124 9.9 42.8 100.0 
1952 21D Si: 15.6 12.6 12.8 24.8 100.0 
1953 Die 5.6 202, 14.0 12.0 2055 100.0 
1954 28.1 6.6 18.5 15.4 10.5 20.9 100.0 
1955 26.7 9.5 16.0 17:4 6.0 24.4 100.0 


Norte: Immigrant admissions by country of last permanent residence. 


SourRCE: Dominion Bureau of Statistics, Canadian Statistical Review, 1955 Supplement, p. 11. 


that country to continue to be substantial. It must be remembered, how- 
ever, that the forecasts for the United Kingdom prepared by the Royal 
Commission on Population indicated either a static or only very slowly 
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increasing population.1° Notwithstanding that, official opinion in the United 
Kingdom is in favour, on broad political grounds, of emigration to Com- 
monwealth countries.‘! It may be anticipated, in our opinion, that Canada 
will continue to receive many thousands of new immigrants from the 
United Kingdom every year, although the size of this movement will be 
affected by the competing attractions of Australia and New Zealand, which 
pay part of the cost of transportation. The next most important source of 
immigrants in recent years has been West Germany. But we would not be 
surprised if increasing difficulty were experienced in obtaining suitable 
immigrants from that source because of the high level of economic activity 
which has been maintained in the Federal Republic and because of the 
demands of the German armed forces. Even in 1952 in a report to the 
Organization for European Economic Co-operation, the Government took 
the position that there would likely be no need for large-scale emigration.?” 
Since then no obstacles have been put in the way of Canadian immigration 
officers, but similar activities by other countries have been curtailed and it 
seems unlikely that the Federal Republic will offer any encouragement to 
emigration. Movements of immigrants from the Netherlands to Canada 
have declined since 1954 and we would doubt if the numbers coming to 
Canada will be so large as they have been in some post-war years, in spite 
of the continued low death rate, high birth rate, and high population 
density in the Netherlands, since the inward flow from the former Nether- 
lands East Indies is now virtually at an end and high levels of economic 
activity have created a need to obtain workers from other European 
countries. 


The reasons for the decline since 1954 in the number of those 
emigrating to Canada from the Netherlands, as they have been explained 
to us by the Deputy Government Commissioner for Emigration in the 
Hague in a communication dated April 27, 1956, are perhaps of sufficient 
interest to warrant a paragraph to themselves. In part, the decline has 
been due, according to the Deputy Commissioner, to “adverse 
reports on the economic conditions and employment situation in Canada” 
at a time when the Netherlands was enjoying full employment. In part, 
it is to be explained by the fact that the Canadian Government does not 
pay any part of the cost of transportation. A third reason is to be found 
“in the standards of admission and selection applied by the Canadian 
Immigration Service”. “Until recently”, his letter continues, “only those 
Dutch people could be considered for emigration to Canada whose occu- 
pation figured on the so-called occupation list. This list was liable to 
alteration and consequently migration to Canada was more or less unstable. 
The list has recently been abolished and selection standards relaxed. This 
measure will have good results if the situation can be continued for a 


considerable time’’. 


On the other hand, there will be opportunities for obtaining a subs- 
tantial number of emigrants from some of the countries of Southern 
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Europe. In the last few years Italy has ranked only after the United 
Kingdom and West Germany as a source of immigrants. Particularly in 
Southern Italy, there is a large population surplus, many of whom are 
underemployed, and the Italian Government would like to see much larger 
annual movements in population, both to North and South America. 
Greece is in much the same position; and Spain and Portugal have recently 
modified their attitudes and have come to the conclusion that some emi- 
gration would be to their advantage. 


Immigration to Canada from the United States has remained fairly 
constant since the end of the War, never moving very far from an average 
figure of about 9,000 a year. However, it has been more than counter- 
balanced by the number of those leaving Canada to settle across the 
border. No official figures are collected in Canada to show the volume of 
emigration from this country, the estimates used by the Bureau of Statistics 
being residual figures that are checked against the records kept in foreign 
countries, particularly the United States, which is the destination of more 
than 50 per cent of all those emigrating from Canada. Over the ten-year 
period from 1945 to 1955, as we have already indicated, it is estimated 
that emigration averaged 50,000 a year, with emigration to the United 
States running at approximately 30,000 a year. In view of the rapid 
economic development that we predict for Canada and the great interest 
that is being taken in it by United States concerns, we think it not impro- 
bable that our net loss on exchange of people with the United States will 
be reduced over the next two or three decades. No neat summary is 
possible of these scattered observations about possible migration move- 
ments. But it will be apparent that, in our opinion, the flow of inter- 
continental migration, particularly from Western Europe, will tend to be 
curtailed by the pursuit of full-employment policies of the governments of 
the West, by the nationalist colour almost inevitably given to economic 
policy by this objective, and by other national preoccupations, ‘including 
comprehensive systems of social security and the maintenance of popula- 
tion in countries where the birth rate has been falling. In addition, of 
course, it is likely that potential emigrants in Eastern Europe will be 
prevented from leaving their own countries by the Iron Curtain. 


Having explained the speculative assumptions underlying our popula- 
tion forecasts, we are now in a position to summarize them. As will be 
seen from Table 6.2, we expect that by 1980 the population of Canada will 
be in the neighbourhood of 27 million.* In Table 6.3 on page 108 further 
information is provided about the Canadian population that we anticipate 
by 1980, particularly with regard to its age and sex distribution. 


* For technical reasons, the population estimates and projections shown in the tables in 
this chapter do not include the population of the Yukon and the Northwest Territories. 
Some amends for this omission are offered in Chapter 19. 
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Table 6.2 
TOTAL POPULATION OF CANADA 


(thousands ) 


Net immigration 
at rate of: 1955 1960 1965 1970 1975 1980 
(as at June 1) 


‘Ve ok tc akca bey Se A 15,573 17,090 18,61 20,190 21,960 24,010 
KUO Ret er ree ae 15,5730 1370 19,2101 21160" 29,310 25,770 
TOIT BAUS RE ices. Soa 15,573 17,510 19,520 21,640 23,990 26,650 


100,000 per annum............... 15,573 17,650 19,820 21,130 24,660 27,530 


The Labour Force 


How many of the population will be in the labour force? As defined 
by the Bureau of Statistics, the labour force includes all those 14 years 
and over (with the exception of those in the armed forces, in hospitals, 
jails or other institutions, or on Indian reserves) who are employed or 
looking for work. Of the various subtractions that are necessary to yield 
the civilian non-institutional population 14 years and over, the only 
one that perhaps requires some explanation is the allowance to be made 
for the armed forces. 


The manpower requirements of the Canadian services will depend 
upon the kinds of emergency for which we must be prepared. In Chapter 
2 we discussed the risks of a global nuclear war and the state of virtual 
nuclear stalemate that now exists. It is perhaps barely conceivable that 
a global war might be fought without the use of nuclear weapons; but 
this possibility seems so remote as to hardly merit consideration. There 
even seems little likelihood that, with nuclear weapons now integrated 
into the military forces of the United States, it will ever again forego 
using them in such a large-scale peripheral war as was fought in Korea. 
On the other hand, there are still countries in the world which stand 
outside the alliances centred either on Moscow or Washington, and it is 
possible that a military attack on one of them might lead to a limited war 
in which none of the participants would be willing to use nuclear weapons. 
There are also situations in which hostilities might be provoked that would 
have at least the colour of a civil war; and here again the fighting might 
be restricted to conventional weapons. Indeed, it may be that the present 
stalemate, in which the two largest world powers would both appear to 
have a sober horror of a global nuclear war, has somewhat increased the 
danger of such local “brush fire” campaigns. For this reason if for no other, 
it will be many years before conventional forces prove obsolete. In the 
event of such local hostilities, international police action may be required, 
and Canada may be called on to participate. But we doubt whether our 
participation would ever require very substantial forces. 
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The need to provide for such contingencies would of course be in 
addition to Canadian undertakings to NATO and for the defence of Can- 
ada. It seems unlikely that the manpower requirements to fulfill either 
our NATO commitments or such other international obligations as may 
arise from time to time will substantially increase. On the other hand, 
the need to strengthen the air defences of North America will probably 
necessitate some increase in air force personnel. So far as we have been able 
to judge, however, it will probably be possible to meet these require- 
ments without any increase in the target figure for the size of the three 
Canadian services taken together. The authorized ceiling for military man- 
power now stands at 120,000, with the present strength of the three 
services approximately at 117,000. If more men are required to strengthen 
our defences against attack from the air, it seems likely that they can 
be found either by a re-deployment of existing service manpower, or by an 
adjustment of the manpower targets for the individual services, or by an 
increasing use of civilian defence employees. The assumption, therefore, 
that we have made about the size of the armed forces over the next twenty- 
five years is that they will not rise above 120,000 and will thus form a 
smaller percentage of both a growing population and total labour force. 


The next question is how many of the civilian non-institutional popu- 
lation 14 years and over will be members of the labour force, either 
employed or looking for work, and how many will be students going to 
schools or universities, housewives getting the children’s lunch, or retired 
folk pottering about the garden? Forecasting membership rates in the 
labour force involves deciding whether to bank on a continuance of Can- 
adian experience since 1945 (when the first labour force sample survey 
was taken) or to assume that in the years ahead these rates will approximate 
more closely to what they have been in the United States. For the differ- 
ence between the experience of the two countries in this regard has been 
wide — wider, indeed, than differences between the various Canadian 
regions. Many more women participate in the labour force in the United 
States than in Canada and many more men 65 years and older, while the 
number of men in the labour force between the ages of 14 and 24 is much 
smaller than in Canada. These, then, are the categories in which the 
main uncertainties lie —- women, particularly over the age of 24; men 
65 years and over; and men 24 years and younger. The curse laid on 
Adam will look after the rest. 


Since the end of the War there has been a sharp drop in the member- 
ship rate for men 65 years and over. This is no doubt a reflection of a 
general move towards earlier retirement associated with more adequate 
provision of private and state pensions and with secular occupational 
shifts of the labour force, particularly out of agriculture. For in many 
parts of the country old farmers are rather like old soldiers. If they some- 
times die, they seldom retire. Since both these trends may be expected to 
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continue over the next two or three decades and since the age distribution 
of men over 65 is expected to. become progressively more heavily weighted 
with men over 75, the rate for men 65 and over may be expected to decline 
moderately, although we do not anticipate that the trend towards earlier 
retirement will continue indefinitely. In the age group between 14 and 
19 the very rapid decline during the last decade reflects general prosperity 
and the longer schooling that it has made possible. There can be no doubt 
that this rate will fall further because of the growing demand for skilled 
and professional manpower and the growing ability of many families to 
equip their children with more formal education. But some of the technical 
skills that will be required may well be provided through in-plant training, 
night classes and other such informal schemes. For that reason we have 
postulated only a comparatively gradual decline over the next two or 
three decades. We have similarly allowed for some decline in the member- 
ship rate for men in the ages between 20 and 24. But again the estimated 
decline is moderate. 


Women will go their own way as they always do, and it is not for us 
to prescribe for them. But since we have to guess, we think it likely that 
a higher proportion of them will choose to enter the labour force than 
at present, particularly in the age groups over 25. For those who are 
married, their husbands’ wishes will have something to do with how they 
decide — but probably not very much. Their husbands’ incomes, which 
on the average will be rising, may be more relevant; but whether higher 
average incomes will mean more women freed from the necessity of sup- 
plementing their husbands’ earnings or more labour-saving appliances to 
permit them to go out to work is a nice question which we do not feel 
obliged to adjudicate. Most important of all, perhaps, will be the number 
of employment opportunities there are for women. On this issue we have 
little doubt at all: the opportunities will greatly increase. Automation may 
bring some decrease in the number of clerical positions now filled by 
women. But offices would be unthinkable without them and it seems 
clear that in one capacity or another they are there to stay. Employment 
in the service industries will increase more than in any other sector of 
the economy, and those industries have always had a higher proportion 
of women on their payrolls than any other. There will also be a large 
increase in employment in secondary manufacturing and here too the 
catio of women to men has always been high. Largely because of the 
growth in employment opportunities we think that membership rates for 
women 25 years and over will rise very substantially, although differences 
in social attitudes will prevent them, we would guess, from climbing to 
the level at which they stand at present in the United States. Estimating 
membership rates for younger women is even more complicated, since 
major influences can be seen fairly clearly to be operating in opposite 
directions. On the one hand, there is the general movement towards greater 
participation of women in the labour force, which will affect younger 
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women as well as older. On the other hand, the desire for more schooling, 
for college educations and for earlier marriage and earlier motherhood 
will serve to restrict the movement of young women into the labour force. 
Attempting to resolve these opposing trends, we have supposed that the 
membership rate will decline in the age group from 14 to 19 and remain 
constant in the age group from 20 to 24. 


| Our forecasts about the labour force are summarized in Table 6.4. 


Table 6.4 
TOTAL LABOUR FORCE 
(thousands) 

Net | 
immigration 1955 1960 1965 1970 1975 1980 
US a ee 2 ee Sree! 6,150 6,850 rst-L0 8,610 9,560 
WasOU0  weiee fF! fa, Se Se 2 Qe. 5555 6,210 6,980 7,910 8,900 9,930 
TU) OOURoR AM coy ERA Ts os 8s 3,200 6,270 TALO 8,120 9,190 10,310 


It will be seen that we expect that by 1980 it will be in the neighbourhood 
of ten million. Perhaps the conclusion of most general interest that emerges 
from this part of our work is that, although since the end of the War 
the labour force has not been rising so rapidly as either the population 
as a whole or as the population 14 years and over, we expect it to rise at 
a slightly higher rate than both those magnitudes over the next twenty-five 
years. More detailed information about the labour force that we anticipate, 
particularly with regard to its age and sex composition, is provided in 
Table 6.5. 


Age and Sex Distribution of the Population 


In Table 6.3 and Table 6.5 we have presented information about the 
age and sex distribution of the population and labour force that we are 
forecasting. The implications of this material, however, perhaps appear 
more clearly in Chart 6.1, which shows the age and sex distribution of the 
population in 1955 and in 1980 on the assumption of net immigration 
of 75,000 per annum. We need not linger long over the sex distribution 
of the population. From the time of the earliest censuses there have been 
more males than females in Canada, and that will continue to be true 
over the period we have to survey. But the difference in numbers will be 
so slight as to have little economic or social importance. It is perhaps 
worth noticing, though, the matriarchal tilt that will be given to the top 
of the pyramid in 1980 by the fact that older women are living much 
longer than older men. The pyramid, in other words, will be built over 
the bodies of many dead husbands. 
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The age distribution of the population will be of much greater import- 
ance. The pattern for 1955 reflects at the top of the pyramid increasing 
life expectancy, so that proportionately more people are living to the age of 
70 and beyond, and in the bottom tiers the high birth rate since the end 
of the War and the sharp reduction in infant mortality. The indentation 
in the pyramid for the age groups between 10 and 20 reflects the low 
birth rates of the °30’s. Over time this indentation will move up in 
the pyramid and appears in the pattern for 1980 as a relative scarcity 
of those in the age groups between 40 and 50. Throughout the forecast 
period, in other words, there will continue to be a relative scarcity of 
both males and females in some of the age groups that participate most 
fully in the labour force. 


It is also worth noticing the senses in which the population in 1980 
will be somewhat older than it was in 1955. At the end of the fore- 
cast period those over 50 will account for some 22 per cent of the popu- 
lation, whereas in 1955 they accounted for only about 20 per cent. There 
will also, be relatively fewer people below 10 years of age in 1980 than 
in 1955. On the other hand, there will be relatively more people between 
10 and 30 and relatively fewer between 30 and 50 than in the 1955 popu- 
lation. 


Canadian Immigration Policy 


The rate of population growth, it will have been observed, will be 
influenced to a substantial degree by the average annual level of net 
immigration. If net immigration amounts on the average to 75,000 
a year, the population by 1980 will be 2%% million more than if it were 
augmented by natural increase alone. If net immigration averages 100,000, 
it will be 312 million more than the total we anticipate from natural increase. 
Net immigration, in its turn, will be considerably influenced by whatever 
immigration policy is followed by the Canadian Government. For these 
reasons we have considered it part of our responsibility to pay some 
attention to the economic arguments for and against immigration, and 
to make some suggestions about what, in our opinion, should be the broad 
outlines of Canada’s immigration policy. 


The argument in favour of immigration that is open to the least dispute 
is that a substantial net inflow of immigrants will be needed over the 
next seven or eight years to compensate for the relative scarcity of native- 
born entrants into the labour force that will be coming forward during 
those years, and that this need will persist at least until 1970, although in 
a somewhat less acute form, if the deficiency in the labour force of younger 
adults in their 20’s and 30’s as a consequence of the low birth rate 
during the depression is to be made good. As we have already pointed 
out in Chapter 5, the number of those in the age group between 15 and 
20, from which new entrants to the labour force are mostly drawn, has 


POPULATION AND MANPOWER 


remained virtually constant over the last 20 years and has fallen as a 
proportion of the total population. As a result of this fact, coupled with 
some continued emigration and a marked decline in membership rates in 
the labour force, it has been estimated for us by the Department of 
Labour that in the absence of immigration the total Canadian labour 
force would have declined in four out of the nine years between June 1, 
1946, and June 1, 1955. Moreover, in the 12 month period from June 1, 
1948, to June 1, 1949, the labour force would have declined slightly 
in the absence of immigration had it not been for Newfoundland’s 
entry into Confederation. Over the whole nine-years period it appears 
that the Canadian labour force would have declined by about 40,000 
if there had been no immigration and if Newfoundiand had not decided 
to throw in its lot with Canada.'° Clearly, this would have put a 
drastic brake on Canada’s economic development. By 1960 the number 
of native-born Canadians ready to enter the labour force will be relatively 
larger than it is at present and by 1965 it should be about as large as would 
be expected in a population the size of Canada’s if the age distribution 
were reasonably symmetrical. If the relative lack of native-born Canadians 
as new members of the labour force is to be corrected, a substantial net 
inflow of immigrants will be needed. Even in 1970 there will be a relative 
deficiency of Canadians between the ages of 30 and 40, which immigration 
could help to alleviate since immigrants ordinarily include a much higher 
proportion of young adults than the Canadian population as a whole. 
In recent years, for example, more than half of the immigrants entering 
Canada have been between the ages of 20 and 40.14 It is also to be borne 
in mind that the effect of immigration on the labour force will be greater 
because immigrants as a whole have a higher membership rate than the 
native-born population., As is shown in the study that has been prepared 
for us on Skilled and Professional Manpower in Canada, 1945-1965, 
they have also included a higher proportion of skilled manpower than the 
labour force as a whole.!° This percentage may tend to decline somewhat 
in future; but in all probability it will remain substantially above the per- 
centage of skilled workers in the total labour force. In a later chapter we 
give reasons for anticipating continued shortages of skilled and profes- 
sional manpower. This expectation provides a further reason for conti- 
nuing to encourage immigration over the next decade. To sum up, we 
accept without reservation the argument, first, that continued immigration 
will be needed until 1965 if the relative lack of native-born entrants to 
the labour force is to be made good and if the shortage of skills is to be 
overcome, and, second, that continued immigration will be needed until at 
least 1970 if the relative scarcity of young adults in the working population 
is to be corrected. 

We also believe that immigration will add a useful degree of mobility 


to the Canadian labour force. In the Canadian economy labour mobility 
assumes a rather larger meaning than in many other countries. It means 
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being willing to move not only from one occupation to another but also 
over great geographical distances. It is not surprising that Canadians who 
are settled in one place with a job and family should be reluctant to move, 
for example, to a new mining camp in northern Saskatchewan or to a 
new lumbering community in northern Alberta, even though the financial 
inducements are large. Young Canadians just entering the labour force 
are more likely to be willing to take advantage of opportunities in the mines 
and the bush in distant parts of the country. But immigrants, eager to 
make a stake for themselves and their families, and who in any case have 
already left the communities to which they are accustomed, are more 
likely even than our own young men to be willing to work on the far 
fringes of our economic development. After a period of years no doubt 
many of them move south and settle in the larger cities. But in the 
meantime they have added a valuable degree of mobility to the Canadian 
labour force. 


The arguments we have considered so far are of specifically Canadian 
application. Before going on to consider arguments of wider applicability, 
we should like to dispose of two other arguments that are rooted in Can- 
ada’s geographical position. It is sometimes said that there is little advan- 
tage in encouraging immigration into Canada since its principal effect 
is to cause an exodus to the United States. This argument of course is 
given some colour by the fact that during some decades of our history 
emigration to the United States exceeded immigration to Canada. This 
was true, as we have already mentioned, of the period from 1871 to 
1901. It is perhaps also worth remarking that, while from 1901 to 1955 
approximately six million immigrants entered Canada, during the same 
period more than four million emigrants are estimated to have left the 
country. There is little reason to believe, however, that there is any very 
close connection between these two facts.1* Some immigrants, no doubt, 
have come to Canada with the intention of moving on to the United States, 
and others have decided to cross the border after staying in this country 
only a few years. But immigration and emigration are not connected by 
Archimedes’ Principle. Some residents of Canada in any case would 
always be leaving to emigrate to the United States, although since the 
War this movement has declined to very modest proportions. Nor, in 
our opinion, should it be assumed that the Canadian economy has a fixed 
and ascertainable absorptive capacity at any one time and that if the flow 
of immigrants exceeds that amount, other Canadian residents will be 
forced out in consequence. The recent economic growth and prosperity 
of West Germany, achieved at a time when it has been absorbing millions 
of Germans from behind the Iron Curtain, would be sufficient reason for 
doubting any such notion. On the contrary, we are inclined to believe 
that the fact that some emigration from Canada to the United States is 
inevitable is an additional reason for encouraging immigration. 
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Another argument that arises from Canadian geography concerns 
Overhead costs. It is sometimes contended that the great distances that 
have to be spanned by our government, transportation and communications 
systems load the national economy with heavy overhead costs and that 
immigration, by adding to the population and so reducing the per capita 
incidence of these, would lead to higher real incomes. There may be some 
substance in this argument, although we have not been able to think of 
any way of expressing it in quantitative terms. However, when we remem- 
ber the very large expenditures on social capital which will be made 
necessary by the population growth we anticipate and which are sum- 
marized in a later chapter, we are disinclined to attach very much weight 
to it. 


There remain for consideration arguments of wider possible appli- 
cability and of a rather more theoretical cast which resolve themselves 
into general propositions concerning the economic advantages or disad- 
vantages of a larger population or of a rapidly increasing population. In 
some circumstances all these arguments, it seems to us, have a degree of 
validity. The question is: How far will they be valid in the circumstances 
that we foresee in Canada over the next twenty-five years? 


It was argued by Malthus at the end of the eighteenth century, when 
population in England was growing very rapidly, that population growth 
would lead to poverty and starvation since it would increase more rapidly 
than the supply of food. His argument was predicated on a fixed stock of 
natural resources and on a fixed level of technology. Fortunately, his 
forebodings were falsified for most Western countries because population 
growth was outstripped by advancing technology and rising productivity 
made possible by the application of technology to industry through heavy 
capital investment. However, in some parts of the world it yet remains 
to be seen whether his analysis will prove invalid. There may be situations 
in Canada where it applies; but we can think of very few. One, perhaps, 
is in the Northwest Territories where the Mackenzie River empties into 
the Beaufort Sea through an intricate delta of lagoons with heavily under- 
cut banks resting on the permafrost. The number of Indians living in the 
Delta has been rising rapidly as a result of the improved health services 
provided by the Federal Government. But there has been no increase in 
the population of muskrat which the Indians trap for a living. The situation 
is serious and highly Malthusian. Although the Malthusian argument 
hardly applies in its simple form to any Western country as a whole, it 
can be put in a more sophisticated way which some believe might apply 
even to such a dynamic economy as that of the United States. Professor 
Spengler of Duke University, for example, has argued that because of rapid 
population growth and rising per capita consumption in the United States, 
the time is approaching, if it is not here already, when growing popula- 
tion will slow down the increase in real income per capita and before 
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many decades have passed, reverse it. “The stork”, as he puts it, “will 
eventually eat up much of the fruits of contemporary technological pro- 
gress.”!7 That may or may not prove to be true of the United States. We 
doubt whether it will be true of Canada over the next twenty-five years. In 
the first place, our resources are very large relative to our population. More- 
over, we export a large amount of what we produce and import a large 
amount of what we consume so that a growing population in Canada would 
have very little effect on the real cost of many of the commodities that 
are of concern to us. As our population grows, it seems likely that the 
real cost of hydro-electrical power, to take one example, or of meats 
and vegetables, to take another, will increase. But it seems unlikely that 
over the next two or three decades we will suffer in any substantial degree 
from diminishing returns. 


If we will escape unscathed from the law of diminishing returns, will 
a larger population bring us advantages in the form of decreasing unit 
costs? On balance, we think it will. As our population grows and our do- 
mestic markets expand, there should be some reduction in costs because 
of opportunities for introducing more mass production methods. The in- 
crease in scale that will become possible with growing population will also, 
we believe, permit the establishment of new industries in Canada which 
would round out a more diversified economy. Optimism on this score, 
however, must be tempered by the recollection that the United States 
market will continue to be approximately ten times as large as the Can- 
adian market, so that in particular lines of production where the optimum 
scale continues to increase, it may be difficult for Canadian enterprises 
to compete with businesses across the border unless they receive substan- 
tial tariff protection. However, over the last-15 years it seems clear that 
some Canadian industries, including the automobile and electrical indus- 
tries, have been reaping the advantages of larger scale in the form of 
a fall in unit costs relative to those of comparable industries in the United 
States. With growing population, we would expect this trend to spread 
more widely through the Canadian economy. If it does, not only will real 
costs be reduced, but there will be room for new industries to become 
established. Such diversification, in our opinion, would be to Canada’s 
advantage since it would give us more control over our own economic 
welfare than we have at present and make it easier to apply successfully 
policies designed to maintain high levels of employment and prevent 
inflation. 


All these arguments relate to the advantages or disadvantages of a 
larger population. What of the arguments that turn on the advantages 
claimed for a rapidly increasing population? It has frequently been argued 
that a rapidly increasing population contributes to an expanding economy and 
general prosperity because of the high level of investment that it necessitates, 
particularly in such forms of social capital as houses and schools. 
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No doubt in some circumstances it does have that effect. But it must be 
remembered that similar effects might be produced through other means 
and also that, if the economy is already operating at full stretch, the need 
to provide social capital for a growing population can have inflationary 
results. However, we expect there will be periods over the next twenty-five 
years when we will be glad to take advantage of the need to provide social 
capital for a growing population in order to stimulate economic activity. 
Another argument that is frequently advanced in favour of a rapidly rising 
population is that the growing volume of demand that it creates facilitates 
technological change and innovation of all kinds. In such circumstances, 
it is easier for businessmen to scrap old plants and built new ones than 
it would be otherwise; and what Professor Schumpeter called the “gale 
of creative destruction”, bringing with it increased productivity, blows 
more freshly. In Canada over the next twenty-five years a rapidly growing 
population would be likely, in our opinion, to promote innovation and so 
increase real incomes and, incidentally, keep further at bay the diminishing 
returns that Malthus feared. 


The advantages to be gained from population growth might all be 
produced in the fullness of time through natural increase alone. But 
immigration can accelerate population growth to a very significant degree. 
We therefore conclude that it would be in Canada’s interest to encourage 
immigration not only over the 10 or 15 years when there will be a relative 
scarcity of young adults in the Canadian population but over the whole 
of the forecast period. This conclusion has been reached on economic 
grounds. It is reinforced in our minds, however, by moral, social and 
cultural considerations. However it may be interpreted, Canada has some 
responsibility to open its doors to those who may wish to come here, 
particularly if they have suffered from oppression. We also think that a 
continued flow of immigrants bringing with them new skills, new arts, and 
new attitudes will add a welcome variety and richness to Canadian life. 
Nor is it futile in our opinion to try to increase, however marginally, free- 
dom of movement throughout the world. 


The economic advantages that we expect from continued immigration 
are not so substantial that they should be allowed to override legitimate 
concern for social harmony and orderly assimilation. But we do not 
anticipate that there should be any acute problems in assimilating numbers 
of immigrants within the magnitudes that we have been discussing. The 
work that is being done by the Canadian Citizenship Branch of the Federal 
Government to help new immigrants to adjust themselves to Canadian 
life has our full support; but in our opinion voluntary associations have 
also an important role to fill in this task and, indeed, all Canadians should 
recognize that they have some responsibility towards the newcomers. 


Nor are the economic advantages to be expected from immigration so 
substantial that we should go into the highways and byways to bribe 
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Or over-persuade citizens of other countries to come to Canada. The 
kind of immigrants we want are those who after careful study of the 
facts decide, of their own free will, that they want to become Canadians. 
We therefore support the present policy under which no subsidies are 
paid to immigrants, although help is given them in finding transportation 
and loans are advanced to meet their transportation costs. It may be, 
however, that there are foreign countries from which suitable immigrants 
might be drawn where the facilities for providing full and realistic informa- 
tion about Canadian living conditions and employment opportunities are 
inadequate. In that case, the Immigration Service should be strengthened 
to enable it to provide such information. If necessary, its personnel should 
also be increased in order to facilitate quicker processing of applications 
from would-be immigrants. The policy of not placing restrictions on the 
occupations in which immigrants may be entitled to engage should be 
continued, in our opinion. But the importance of encouraging immigrants 
with special skills can hardly be exaggerated under present circumstances 
when we are faced with serious shortages of many kinds of trained man- 
power. 


On the other hand, it is our conviction that the economic advantages 
of continued immigration are substantial enough to justify an attempt 
to maintain a stable immigration policy even through periods of mild 
recession in Canada. Inevitably — and rightly, in our opinion — if there 
were a deep and widespread drop in employment in Canada, immigration 
would be either drastically reduced or suspended altogether. But, as we 
have suggested, there may be difficulty over the next two or three decades 
in obtaining as many suitable immigrants as it would be to Canada’s 
advantage to have. The task would be made harder if our immigration 
policy, as expressed through regulations and administrative instructions, 
were to fluctuate with every minor fluctuation of business activity in 
Canada. Should the number of those wanting to come to Canada far 
exceed our expectations, such a stable policy as we recommend would 
clearly need to be reviewed. But if the number of available immigrants 
is roughly of the order of magnitude that we anticipate, we think that 
the interests of all Canadians would be best served by resisting the temp- 
tation to turn the administrative tap off and on with every temporary 
change in business conditions. 


Implications of Population Growth 


Before concluding this chapter, it may be convenient to draw atten- 
tion to some of the implications of the population growth that we anti- 
cipate, although references to them will be found scattered through much 


of the rest of this report. 


The flood of children born since the War is now swelling the primary 
and secondary schools and leading to a much greater demand for teachers 
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and the construction of many new classrooms. The crest of this wave 
will reach the universities about 1965, by which time enrolment may well 
be double what it is today, and university administrators are already 
planning for a large influx of additional students. The early 1970’s will 
see a great increase in family formation as a result of the higher birth 
rate that followed the War, and this will call for another period of except- 
ionally rapid housing construction. Over the whole twenty-five year period 
heavy investment will have to be made in housing and other forms of social 
capital. Population growth will also be responsible for much of the new 
investment in industrial capital that will be required. Investment of both 
types will supply a continuing impetus to high levels of economic acti- 
vity. To finance all this, very large amounts of capital, both domestic and 
foreign, will continue to be necessary. 


As we have already suggested, rapid population growth will make it 
possible for many businessmen to replace their plant and equipment with 
new capital assets in order to take advantage of continuing innovation. 
In much of industry the attitude that will be required will be one of wil- 
lingness to accept rapid obsolescence and constant eagerness to modernize 
the productive process. A different attitude will be appropriate on the part 
of those responsible for much public investment; and this should be 
encouraged, in our opinion, by the population growth that is to be expect- 
ed. When it is a question of building a bridge across the Ottawa River 
near Parliament Hill, or a new City Hall in Toronto, or a hotel in the 
centre of Montreal, or a hospital in Quebec City, or a head-office building 
in Vancouver, the prospect of a rapidly growing population should encour- 
age those who are responsible for planning such permanent structures 
to see that, in design and decorum, in fabric and finish, they will be 
worthy for many decades of a great country. In this way, we would hope 
that the expectation of a much larger population will help those in public 
life, and the public opinion to which they respond, to overcome what 
has sometimes seemed in the past to be a settled national aversion from 
doing anything decisive and costly. 


Population growth will also have an effect on agriculture, both altering 
and brightening its prospects. Domestic demand will replace external 
demand as the principal stimulus to agricultural expansion and will lead 
to significant shifts in production, so that, even on the Prairies, Can- 
adian agriculture will become more diversified. Secondary manufacturing 
which produces primarily for the domestic market, will also become more 
diversified as population grows. A higher degree of specialization will be- 
come possible. Real costs will come down. New industries will be establish- 
ed. Much of this development will be made possible by the creation of 
larger mass markets. But if consumers wish it and are able to make their 
wishes effective, population growth will also facilitate the creation of 
specialized markets. There will be room for shops offering special kinds 
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of food and books and furniture and records. Minority tastes in sport and 
recreation will be more fully satisfied. There will be more kinds of Can- 
adian magazines and more kinds of Canadian radio and television pro- 
grammes. Willy-nilly, we as a people are being swept from many of our 
old moorings. It is a paradox of population growth that, while it presents 
us with problems of social organization of great complexity, it also 
provides us with opportunities for recapturing old values in a different 
setting through the process of individuation in an industrial, urban 
society. If we have the strength and intelligence to grasp these opportu- 
nities, there will be strong strands to be woven into a national individuality 
— which, again, population growth should give us the self-confidence and 
the economic means to articulate and express. 


Vf 
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No IMAGE of modern industrial man can convey much sense of his 
economic state and possibilities that does not give a prominent place to 
those forms of energy on which his power depends. They are the orb 
and sceptre that more than anything else represent the degree of his 
sovereignty over nature. Without them there would be little economic 
difference between him and his forebears during the Jong centuries when 
there were only waterwheels, windmills and the energy of animals to sup- 
plement the strength in his own muscles. But when abundant energy re- 
sources are available and techniques are known for transforming them 
into power, his fortunes can change dramatically. No longer is he fetter- 
ed by the relative impotence of his puny hands and one of the indispensable 
conditions for economic progress has been met. So the steam engine, the 
gas engine, the diesel engine, the turbine and generator have all to be 
seen in close relationship to modern industrial man as attributes of his 
increasing ascendency over nature if an accurate impression is to be given 
of the process of economic development, a process which indeed can 
profitably be recounted in terms either of the successive prime movers 
that have been used in industry or of the various fuels — wood, coal, oil, 
natural gas —- that have been consumed to make them turn. 


The Coming Age of Nuclear Power 


It seems clear that the world now stands on the threshold of a new era 


that will be characterized by a new prime mover and by new fuels. In some. 


countries, the installation of nuclear power stations and the use of nuclear 
fuels will be of immediate industrial importance. In other countries they 
may not be supplying a large proportion of the energy requirements even 
twenty-five years from now. But in all countries the development of 
nuclear energy will banish the spectre of crippling shortages of heat and 
power and will set a ceiling on energy costs. Of themselves, these facts are 
so important as to justify speaking of a new age of nuclear power, no 
matter at what speed it makes headway against competing forms of energy. 


During the next twenty-five years Canada’s position in this new age may 
well be somewhat paradoxical. On the one hand, it should be in a position 
to participate fully in the peaceful application of atomic energy. Uranium is 
plentiful here, and the necessary scientific and technical competence is 
available. The wartime partnership with the United States and the United 
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Kingdom for the development of atomic weapons permitted Canadian 
scientists to participate fully and at a very early stage in solving the pro- 
blems involved in building nuclear reactors; and further progress has been 
made on these foundations. The reactors at Chalk River, near Ottawa, have 
been used to carry out valuable theoretic and applied research. In addition, 
a nuclear power demonstration station is now being constructed for Atomic 
Energy of Canada and the Ontario Hydro, which by 1961 or 1962 should 
begin to feed electricity into the Ontario grid. The Canadian Government 
has also undertaken to supply a nuclear reactor to the Government of 
India as part of Canada’s contribution under the Colombo Plan. There 
can thus be no doubt that Canada is equipped both with the natural 
resources and with the scientific and technical skills to enable it to put 
nuclear energy peacefully to work. On the other hand, it seems unlikely 
that any large proportion of Canada’s energy requirements will be supplied 
by nuclear power until the period we are considering has almost reached its 
close. In the study that has been prepared for us on Canadian Energy 
Prospects it is estimated that by 1980 as much as one-third of all the new 
generating capacity being built in Canada may be powered by nuclear 
energy and perhaps 10 per cent of all the electricity being transmitted may 
come from nuclear stations.1 But these figures will almost certainly be 
much less than comparable percentages for the United Kingdom, whose 
coal industry seems to be fighting a losing battle against the law of 
diminishing returns, for some countries in Western Europe which have long 
been deficient in energy resources, for Japan, and perhaps for a number 
of under-developed countries as well. The explanation is to be found in 
cost comparisons. The cost per kilowatt-hour of generating electricity by 
nuclear fission will in all probability vary little from country to country. 
But in most of Canada it will for many years remain higher than the cost 
of electricity generated by other means. In some areas of this country it 
will be cheaper to develop hydro-electric power at sites that have not yet 
been harnessed, while in other areas it will be cheaper to build steam plants 
fired by oil, natural gas or strip-mined coal. In the United Kingdom, on the 
other hand, and in a number of other countries nuclear power may fairly 
soon be cheaper than the only dependable alternatives. 


The great appeal of nuclear power stations is the promise they hold 
out of low fuel costs. It remains to be seen, though, how great the advantage 
will be and how far it will be offset by high capital charges. From the 
technical point of view, nuclear power is to be classed with other types of 
thermal generation by which heat from the combustion of coal or oil or gas 
is converted into electrical energy. From the economic point of view, how- 
ever, it bears a closer resemblance to hydro-electric power, since in both 
cases a high proportion of the total cost is represented by the fixed charges 
necessary to amortize the original investment. No doubt the capital costs — 
of installing nuclear stations will drop fairly rapidly. But it seems likely 
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that it will be 1965 or 1970 before they have fallen far enough for elec- 
tricity to be generated by relatively large stations (with a capacity of some 
100,000 kilowatts or more) at a cost of between 5 and 7 mills per kilowatt- 
hour. At that price nuclear power could begin to compete in some parts 
of Canada either with hydro-electric power or with electricity generated 
in conventional thermal plants. 


Large nuclear plants, it seems clear, will first come into commercial 
operation in Southern Ontario, where the annual increments in the demand 
for electricity are larger than anywhere else in Canada and where the end 
of cheap and accessible hydro-electric power has now been reached with 
the harnessing of the potential in the International Rapids Section of the 
St. Lawrence River. Now the only practical alternative to nuclear power 
in Southern Ontario is energy from coal-fired steam plants. While it is 
certain that many more conventional steam plants will have to be built and 
that imports of coal will rise sharply in consequence, it also seems clear 
that a number of relatively large nuclear plants will be needed before the 
next twenty-five years are out. Nuclear installations of this general scale 
may also be needed in the Maritimes and in Manitoba. In the Maritimes, 
nuclear power may be required for refining the base metals that have been 
discovered in New Brunswick, although, over the next decade or so, it would 
seem sensible to encourage the generation of electricity to meet these needs 
from coal mined within the area. For Manitoba there would seem to be a 
choice between developing the hydro-electric sites on the Saskatchewan 
and Nelson Rivers in the northern part of the province and building 
nuclear power stations near the principal market centres. In other provin- 
ces, a clear economic advantage will continue to lie with more conventional 
ways of producing electricity. There are large undeveloped water-power 
resources in the Province of Quebec, some of them very close to Montreal 
itself; and British Columbia has even larger untapped reserves of cheap 
hydro-electric power. Nor is it likely that nuclear plants will be needed 
for many years in either Alberta or Saskatchewan, since it seems clear that 
their electricity requirements will be met primarily by generating power 
either from oil, natural gas, or strip-mined coal. In more outlying parts 
of the country further removed from the urban concentrations where the 
demand for electricity is increasing most rapidly, there may well be need for 
smaller nuclear power plants of intermediate size with capacities ranging 
from 10,000 to 30,000 kilowatts. The principal purpose of such instal- 
lations would be to provide both power and by-product heat (in the 
form of process steam) for new pulp and paper mills. One effect would be 
to remove the necessity that has hitherto kept such mills tethered to avail- 
able water-power sites and to permit their location to be determined only 
by considerations of available timber resources and the most convenient 
transportation routes. At even greater distances still from the main centres 
of population in Canada there may well be a role for smaller nuclear 
plants with a capacity of from 2,000 to 3,000 kilowatts. These would be 
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substituted for diesel plants and would be primarily used by mining camps 
in the far North. 


Although nuclear power will be of only limited economic importance in 
Canada over the next twenty-five years, we have thought it wise to begin 
this chapter by considering it, partly because of the great importance it will 
have in the more distant future, partly because the situation in some other 
countries during the next two or three decades will be very different than 
it will be here, and partly because even a brief discussion of the uses that 
may be found for nuclear power in competition with other forms of energy 
may throw some light on technological changes that have important cost 
and policy implications for the whole energy field. The most obvious 
change now occurring is that a new form of energy is being domesticated 
for use anywhere in the world. The cost of this new energy may with some 
confidence be expected to decline decade after decade. At the same time, 
the cost of hydro-electric power, which has always been comparatively 
cheap, will be rising as the remaining resources to be brought into pro- 
duction lie further and further away from the main centres of population. 
A counterpart of this trend is the declining cost of power produced in 
conventional steam plants as a result of improvements that have increased 
their thermal efficiency. The net effect of these changes is a general tendency 
for power costs to level out. This trend is reinforced by other technological 
changes that are cutting the cost of transporting energy in both its basic 
and more highly processed forms. The best illustration of this has already 
been referred to: the cost of transporting atomic fuel is so negligible as to 
impose no restriction on where an atomic reactor may be located. But other 
developments tending in the same direction have also been significant. 
Large-diameter pipeline have made it economical to move oil and natural 
gas longer and longer distances overland, while supertankers have cut 
transportation costs for water-borne oil. Even electricity can now be trans- 
mitted over greater distances as a result of new techniques making use 
of higher voltages with both alternating and direct current. In somewhat 
the same way as research in raw materials is bringing into view an age in 
which almost anything can be made from anything else, so developments 
in the energy field are bringing into view an age where power will be 
universally available, abundant and cheap. That day is not yet and may 
not have arrived even twenty-five years from now. It is rather an asymptote 
to which present trends are approaching. But even now it may occasionally 
be useful when policy questions affecting the next two or three decades are 
under consideration to allow them to be influenced by our growing 
proximity to a time when cost contours will have been largely eroded away 
and when power will be available in every country of the world on some- 
thing like equal terms.? 


The Future of the Fossil Fuels 
For Canada over the next quarter century the central development in 
the energy field will be a great increase in the production, consumption 
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and export of oil and natural gas. Our reserves of these fossil fuels, although 
very large, are not of course inexhaustible; and it may be that in retrospect 
this period will seem little more than an interlude. But it promises to be a 
good feast while it lasts. Certainly it behoves us to try to make the most of 
these resources which are altering the size and shape of the Canadian 
economy and which for the first time are providing us with an abundance 
of energy within our own borders. 


Water-power has figured so largely in the Canadian mythology that 
we have sometimes been bemused into thinking that we have had abundant 
sources of energy. There has been water-power in abundance, it is true; 
and this has helped to promote the growth of the Canadian economy from 
the earliest days when settlers depended on falling water to provide the 
power for their flour mills, grist mills, saw mills and distilleries, until more 
recent decades when it was cheap hydro-electric power that attracted 
chemical industries to the Niagara Peninsula and provided the basis for the 
location of very large aluminum plants in Quebec and British Columbia. 
But hitherto there has been a scarcity rather than an abundance of sources 
of energy in Canada. Although Canadian industry has obtained the energy 
it needed in the form of power mostly from hydro-electric plants and for 
this reason has had the advantage of relatively cheap power, it has relied 
—— like the industry in many other countries —- mainly on coal to provide 
it with energy in the form of heat and has had either to obtain it from 
Canadian collieries situated at long distances from the chief concentrations 
of industry in Canada or else import it from the United States or, occasion- 
ally, from other countries. The same has been true of residential and com- 
mercial consumers. Similarly oil has had to be imported over long dis- 
tances. As a result, the average cost of energy in Canada has run as much 
as 50 per cent higher than in the United States.® 


The discovery of large fields of oil and natural gas on the Prairies, 
beginning with the discovery made at Leduc near Edmonton in 1947, has 
changed legend to fact. There is now an abundance and variety of energy 
resources in Canada; imports are declining as a proportion of total energy 
requirements; and in many parts of the country the average real cost of 
energy has been falling both absolutely and in relation to costs across the 
border. 


a) Oil 


So far the principal part in producing this transformation has been 
played by the oil industry. Since 1947 exploration and development has 
proceeded so rapidly that by 1955 production had increased twentyfold, 
reaching in that year an output of 130 million barrels. Because of lack of 
markets, output has been held at a level some 40 per cent or 50 per cent 
below what is considered by petroleum engineers and conservation autho- 
rities to be the “maximum efficient rate” of recovery. If Canadian wells 
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had been producing in 1955 at that optimum rate, their output would have 
been sufficient to supply in full Canada’s requirements of crude oil. But in 
spite of the large percentage of production that has been “shut-in”, 
Canadian oil has been flowing to supply many regions in this country and 
to meet some requirements in the United States. The Inter-Provincial 
Pipeline brings oil from the Prairies to refineries in Sarnia and Toronto 
and as it passes through the United States provides oil for the Minneapolis- 
St. Paul area and other points along the route. The Trans-Mountain Pipe- 
line brings oil from Edmonton through the Rockies to Vancouver and 
also supplies refineries in the State of Washington. At present the only 
parts of Canada dependent on foreign sources of supply for their require- 
ments of crude oil are Newfoundland, the Maritime Provinces, the Province 
of Quebec and the Montreal market, including some parts of Eastern 
Ontario. The following 1955 figures may perhaps indicate sufficiently the 
growing size of the Canadian oil industry: in that year recoverable reserves 
amounted to 3,000 million barrels, the value of crude oil production was 
more than $300 million, and the new capital invested in all phases of the 
industry was more than $450 million. 


Those are large figures. But they may seem larger in Toronto or 
Calgary or Ottawa than they do in New York. The Canadian oil industry 
provides employment for many Canadians and stimulates activity in many 
parts of the Canadian economy. But for the most part it is owned and 
controlled in the United States. If its dimensions and problems are to be 
seen in perspective, an effort must therefore be made to regard it with 
binocular vision, to see it as it appears not only to a Canadian but also to 
the major United States oil companies with interests in many parts of the 
world. In the board room of such a company the horizons are wider and 
the pressures different — although not necessarily all less parochial — than 
they would be in Canada. In that setting, the figures for Canadian produc- 
tion and reserves, while still significant, dwindle a little. Canadian produc- 
tion in 1955 was only approximately one-twentieth of production in the 
United States and one-sixth of production in Venezuela. It was also far 
outstripped by production in Kuwait, Saudi Arabia and Iraq. The figures 
for reserves, although less reliable, are perhaps even more indicative of 
the relative importance of the major oil fields throughout the world. In 
mid-1956 Canada is estimated to have accounted for between 1 per cent 
and 2 per cent of the world’s proven reserves. Venezuela, on the other 
hand, accounted for more than 6 per cent; Iraq for more than 7 per cent; 
Iran for almost 13 per cent; the United States for 15 per cent; Saudi Arabia 
for almost 20 per cent; and Kuwait for almost 25 per cent. 


Not only are the great Middle Eastern oil fields much more extensive 
than anything known in the Western Hemisphere, but because of the size 
of the individual pools, oil can be produced from them much more cheaply 
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than elsewhere. That fact, however, finds little reflection in world pricing 
policies followed by the major United States companies, which are na- 
turally influenced by United States defence considerations and by public 
opinion in the United States, including that part of it which is responsive 
to the claims of the independent oil companies. It would seem that the 
principal purpose of these pricing policies is to maintain a high level of 
prices for producers in the United States as a means of sustaining a rapid 
rate of domestic exploration and hence a satisfactory reserve position.® 
The price of Canadian crude oil is tied into this system by being related 
to the price at which oil from the Mid-Continent area in the United States 
can be delivered at Sarnia. But this consistency in price throughout North 
America conceals significant cost differences. Comparisons which have 
been made for us with help from the industry and which are to be found 
in Chapter 7 of Canadian Energy Prospects suggest that the cost of finding 
a barrel of oil in Canada is substantially less than in the United States and 
also that the profit to be made on each barrel is higher in Canada than in 
the United States, in spite of the longer distances that Canadian oil has 
to travel to reach its markets. From the first fact it may be inferred that 
there will be a continuing inducement for the large international oil com- 
panies to devote some of their large resources to further exploration and 
development in Western Canada. The second fact suggests that it should 
be to their advantage to try to widen the markets for Canadian oil in the 
United States. On the other hand, it must be recognized that moves in that 
direction may well be restrained by widespread reluctance across the border 
to disturb the system of prices that now insulates United States producers. 


That is one strand in the triple barrier at present protecting the United 
States market. Another is the United States tariff of 514 cents per barrel on 
heavy gravity crude, 1012 cents per barrel on light gravity crude, and 
higher rates still on refined petroleum products. Still a third protective 
strand is the seldom absent threat of import restrictions and the system 
of voluntary restrictions that has been introduced under the sponsorship of 
the United States Government to take its place. For defence and other 
reasons such voluntary restrictions by United States importers have had 
little effect in practice on the flow of Canadian oil across the border. But 
as we were told in evidence by the President of Imperial Oil Limited, 
“actions of the United States Government which indicate uncertainties or 
possible restrictions in the free importation of Canadian crude could be 
expected to have a discouraging effect.” They certainly could. 


The most logical new markets for Canadian crude oil are to be found 
in the United States — in the Detroit and Toledo area, in the Chicago 
area and in California. We are confident that, well before the end of the 
period we have to consider, growing United States demand will result in 
Canadian crude meeting some of the needs of those markets as well as the 
increasing requirements of the areas it now helps to supply. But wider 
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access to United States markets will not be easy and the vigorous action, 
involving price adjustments, that would make it possible may be hampered 
by the subsidiary relationship of the principal oil companies operating in 
Canada. In that event “shut-in” capacity on the Prairies will grow and 
there will be strong pressure to open the Montreal market to crude oil from 
Western Canada even at some sacrifice in terms of price to the producers. 
At present, this market is supplied by imported oil which comes in either 
by tanker or over the pipeline from Portland, Maine, and enters Canada 
duty free. In our opinion, it is possible that if Canadian oil were long balked 
of alternative markets, the Canadian Government might well decide to 
take action which would result in a larger share of the Montreal market 
being supplied by Western crude. 


To the international oil companies with operations in many parts of 
the world, it may not seem a matter of great urgency or concern whether 
large new markets are found for Canadian oil. They can supply all these 
markets from other sources and through other companies with which they 
are associated. They might even prefer to increase almost indefinitely 
their reserves of oil in Canada and draw down their reserves elsewhere. 
Also, as we have suggested, they are under pressure within the United 
States to do nothing that might disturb domestic prices there. In our 
opinion, however, it is clearly in the Canadian national interest that new 
markets be found. Only in this way can there be assurance that a steady 
and rapid pace of exploration and development in Canada will be main- 
tained. Only in this way can early advantage be taken of this great natural 
resource and its exploitation not left to the hazards of an uncertain techno- 
logical future. Above all, it is only in this way that a place can be left 
within the Canadian oil industry for the independent Canadian producers, 
who, unlike the large international companies, must receive some return 
on their investment in Canada if they are to stay in business and not be 
forced to sell out to the foreign-owned companies, which already hold 
such a high proportion of all the acreage now under reservation or lease in 
Western Canada. It would seem that here is one instance, as is suggested 
in the discussion of foreign investment in a later chapter, where there might 
easily be some divergence between the Canadian national interest and the 
interest of foreign companies operating in Canada. 


At the end of 1956 approximately 75 per cent of the proven oil 
reserves in Western Canada were controlled by six of the largest inter- 
national companies; and the same six companies held between them about 
40 per cent of the gross acreage under reservation or lease in Western 
Canada. At the same time over 85 per cent of the total refinery capacity 
in Canada was also subject to foreign ownership and control.7 The large 
international companies have gained such a dominant position in the 
Canadian oil industry partly because of their large financial resources, 
partly because of the technical and managerial competence at their com- 
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mand, and partly because they have had the enterprise to see opportunities 
and to take advantage of them. But from the evidence presented to us and 
the studies made for us, we have also been convinced that one reason 
Canadians have not played a larger part in the development of our 
petroleum resources has been that the position of Canadian individual and 
corporate investors under Canadian tax law has been less favourable than 
the position of United States investors under United States law. We have 
suggested a number of ways by which these disparities (many of which 
also affect the natural gas industry) might be reduced. In our opinion 
these matters are of considerable importance; but since they are also highly 
technical, we have judged that the convenience of most readers might be 
best served by discussing them in an appendix.* 


We have paid special attention to the oil industry in this way because 
it seems destined to become one of the most important in the country and 
may show a tenfold growth in output between 1955 and 1980 in response 
to strong domestic and foreign demand. Since the end of the War, Canadian 
consumption has grown at the phenomenal rate of approximately 12 per 
cent annually. Although that rate of increase will not continue, there are 
good reasons for anticipating large continued growth in domestic demand. 
It will be sustained not only by population growth but also by an even 
more rapid spawning of automobiles. In the study made for us of The 
Canadian Automotive Industry, it has been estimated that by 1980 there 
may be one passenger car registered for every three members of the popula- 
tion, instead of one car for approximately every six, as at present.® It is 
that outlook more than anything else that accounts for the increasing domes- 
tic consumption that we foresee, although increasing quantities of petroleum 
products will also be needed for other types of transportation, for residential 
and commercial heating and for use in industry. The. growth of foreign 
demand is more difficult to forecast. But we assume that at least by 1965 
larger markets should be opening up across the border and that sales to 
the United States should be accounting for the major part of the increase 
in total Canadian production. By 1980 Canadian output may well be 
about 3 million barrels a day. Of this amount perhaps 1,600,000 barrels 
would be exported and 1,400,000 barrels consumed in Canada. 


There is little doubt that there is plenty of oil in Canada to support 
production of that order of magnitude. The Western Canada sedimentary 
basin, stretching from Norman Wells in the Northwest Territories to Red 
Coulee in southern Alberta and from Fort Saint John at the western end of 
the Peace River district to Virden in Manitoba, contains approximately 
750,000 square miles; and that whole area is considered to be favourable 
for the discovery of oil. The tempo of new discoveries will no doubt be set 
at least in part by the rate at which markets open up. But unless the claus- 
trophobia from which the Canadian oil industry is now suffering is to be 


* See Appendix H. 
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more prolonged than we anticipate, there would seem nothing unreasonable 
in the estimate that as much as 25 billion barrels of oil will be found in 
Western Canada over the next quarter century, and that about half of this 
amount will still be in place as proved reserves in 1980. In addition, it is 
always possible that some of the drilling at present being carried out in 
Eastern Canada will be successful. In any case, there will always be the 
vast oil reserves known to occur in the bituminous sands of northern Alberta 
to draw on if our other petroleum resources fall short of our expectations 
or if the costs of exploration and development rise more rapidly than we 
are inclined to anticipate. 


b) Natural Gas 


In Canada as in the United States the natural gas industry has grown 
up in the shadow of the oil industry. This is because natural gas is often 
found in the same pools with oil and even when it occurs independently 
has more often than not been found as a by-product of the search for oil. 
In that case the cost of finding it is written off against the cost of petroleum 
exploration; and until comparatively recent years it was either flared off as 
waste or sold at very low prices for various local purposes. The development 
of large-diameter, high-pressure steel pipe and of special pipe-laying machin- 
ery changed all that. As wider markets were found for natural gas, higher 
prices could be charged for it at the well head, and it began to appear more 
and more as a competitor with petroleum products. The higher prices it 
could command in turn made it worth while to search for natural gas as 
an end in itself rather than as a by-product of the search for oil. Finally, 
the oil companies felt some inclination to divest themselves of their hold- 
ings of natural gas in order to escape the attentions of the public regulatory 
bodies, which have had to be concerned with the marketing of natural gas 
because of its inevitably more monopolistic character. In Canada the two 
industries are not yet so distinct as they are in the United States, but many 
signs of the coming separation are already apparent. Of Canada’s presently 
proved recoverable reserves, some three-quarters can now be regarded as 
independent of crude oil production. Some prospecting and drilling has 
also been done with natural gas as the principal object of the search. And 
in Canada, as in the United States, the pipeline companies are now 
assuming a dominant position in the new industry. With the pipeline of 
the Westcoast Transmission Company completed from the Peace River 
area to Vancouver and the United States border, and with the Trans- 
Canada pipeline completed to Winnipeg and under construction to 
Toronto and Montreal, the natural gas industry in this country may be 
said to have come of age. 


Hitherto the use of natural gas has been confined to the Prairies and, 
on a much smaller scale, to southwestern Ontario. Now the groundwork is 


* The possible reserves to be found in the Athabasca tar sands are variously estimated at 
between 100 billion and 300 billion barrels. 
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being laid for a national industry. As a result, average per capita consump- 
tion in Canada may be expected to rise very rapidly. In 1955 it stood at 
approximately 10,000 cubic feet; by 1980 it may well have risen to 75,000 
cubic feet, and at that rate, total domestic consumption twenty-five years 
from now would amount to two trillion cubic feet annually. 


Wherever it has been introduced, natural gas has won wide preference 
for residential and commercial use as the cleanest and most convenient of 
all fuels. It is also regarded as a premium fuel by a number of industries 
that value it not only for those qualities but also for the exact temperatures 
that can be reached and maintained with it and for the ease with which 
it can be automatically controlled. In the United States primary steel mills 
are beginning to use natural gas more in their open hearths instead of 
residual oil. Other metallurgical plants are employing it both as a source 
of process chemicals and for the generation of heat. Brick plants and 
glass producers prefer natural gas over other fuels on grounds mostly of 
quality. In the processing of foods its cleanliness is an advantage. Second- 
ary manufacturing industries engaged in the fabrication of metals and 
the production of secondary chemicals also prefer natural gas when it can 
be obtained at a price comparable to that charged for oil. 


Already natural gas is being used for many of these special purposes 
by Canadian industry, and as it becomes more widely available, such 
markets for it will grow as well as the demand for it as a preferred source 
of residential and commercial heating. In addition, of course, it will con- 
tinue to be important for operations in the oil and gas fields themselves 
and, within a limited radius of them, to be used as a raw material by many 
petro-chemical industries and as a fuel by such heavy industrial consumers 
as oil refineries, cement plants, and some thermal generating stations. In 
all these respects the pattern of use will be very similar to that already 
established in the United States. But there may well be one significant 
difference. In much of central Canada, industry is accustomed to paying 
much higher prices for its fuel than are paid on the average in the United 
States. For this reason it seems probable that even some of the largest 
industrial users of fuel in Canada, such as pulp and paper mills and metal- 
lurgical plants lying at great distances from the gas fields, will be prepared 
to contract for very large volumes of natural gas. Indeed, some contracts 
of this kind have already been negotiated. 


Wide availability of natural gas will obviously affect the consumption 
of other fuels and the prospects of the industries that exist to provide them. 
The area of competition with oil will be fairly wide, although the largest 
single market for petroleum products — in transportation — will be 
immune, since natural gas cannot readily be used to drive automobiles, 
aircraft, ships or locomotives. On the other hand, some of the natural 
gas liquids (i.e., propane, the butanes and natural gasoline) which are 
stripped from natural gas in the cleaning process, are well suited to drive 
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internal combustion engines and may capture at least a fraction of the 
present market for refined gasoline and diesel oil. Heavy residual oils 
used as industrial fuel will also be displaced in some instances by natural 
gas. Much more important, however, will be the competition between 
natural gas and the middle distillates which are used for residential and 
commercial space-heating. If the experience of the gas-producing areas 
in the United States can be taken as a guide, it seems likely that natural 
gas will be widely used for these purposes throughout the Prairies to the 
virtual exclusion of fuel oil; and to a lesser, although very considerable, 
degree, it will be used in place of oil for space heating in other parts of 
the country as well. The effect of this competition, however, may be re- 
flected less in the output of Canadian refineries than in the volume of 
imported petroleum products, since the severity of the Canadian winter 
has made it necessary to import large quantities of fuel oil during the 
season of peak demand. The Canadian oil industry will also, of course, 
have the consolation of drawing additional revenues from the sale of the 
natural gas it will continue to have as a by-product from its field operations. 


The consequences for the coal industry will be more serious. For space- 
heating purposes, natural gas enjoys an even clearer preference over coal 
than over oil and will displace some sales of coal to residential and com- 
mercial consumers as it becomes available. It will also reduce the demand 
for coal as an industrial fuel, particularly in the summer time when the 
demand for natural gas slackens and lower than average rates can be 
quoted for sales to industrial users. In many cases large steam plants, 
particularly those at a distance from the gas fields, will still find it cheaper 
to use coal for the generation of electricity. The impact on the coal industry 
will thus be selective and vary according to location. But there can be no 
doubt that competition from natural gas will cut into many of the volume 
markets for coal and, in so doing, tend to hold down both sales of Canadian 
coal and imports from the United States. 


In spite of the very rapid growth that we anticipate over the next two 
or three decades in Canadian consumption of natural gas, reserves are 
likely to grow even more rapidly and make possible substantially larger 
exports to the United States than are now being contracted for. The 
growth of reserves will be a function of the demand not only for natural 
gas but for crude oil as well; it will also be affected by the government 
policies pursued in both Canada and the United States; so that any estimate 
must be subject to a wide margin of error. It would seem plausible, how- 
ever, to expect reserves of natural gas to increase over the period from 
21 trillion cubic feet in 1955 to perhaps 100 trillion cubic feet in 1980. 
If that estimate is not too wide of the mark and if Canadian consumption 
runs at about the rate we have forecast, the amount available for export 
twenty-five years from now might be one trillion cubic feet annually or — 
about half the amount likely to be marketed in Canada. Since 1951 gas 
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from southern Alberta has been meeting some of the requirements across 
the border in Montana. United States companies have also contracted to 
take gas from the Westcoast Transmission Company for sale in Washington 
and Oregon and from the Trans-Canada Pipe Line Company for sale in the 
states of the Middle West. In all three of these areas —- the Pacific North- 
west, the Mountain states and the Middle West — substantial growth in 
demand is expected and it seems probable that Canadian natural gas will 
be needed to provide a large part of the increase. 


No doubt, as time goes by, more attention will be paid to the terms 
under which gas is exported. In our opinion, Canadians hitherto have been 
insufficiently aware of some of the influences that have been operative in 
setting prices. In one instance, Canadian gas is being supplied to industrial 
users across the border at very low prices under the terms of a contract 
negotiated with a supplying company in Canada which forms part of the 
same corporate structure as the public utility purchasing the gas and the 
industrial enterprise that is the principal user. In other cases, a pivotal 
role in setting prices has been played by the United States Federal Power 
Commission, which has the duty under the Natural Gas Act, in its own 
words, “to protect the American public in all possible respects through the 
regulation and control of the transmission and wholesale sale of natural 
gas’”.® If the Federal Power Commission with its public and quasi-judicial 
procedures for investigating both the engineering and economic aspects 
of proposals for importing gas into the United States finds against a 
Canadian proposal, the would-be suppliers in Canada may have no altern- 
ative but to come to a different agreement with prospective purchasers in 
the United States on terms less advantageous to themselves but more 
likely to be approved by the Commission. The present system of export 
licensing by the Canadian Government would seem to be an inadequate 
counterweight to this bargaining advantage held by United States com- 
panies wanting to purchase Canadian gas; and in our opinion, the bargain- 
ing position of Canadian suppliers might well be strengthened by stronger 
institutional arrangements within the Canadian Government in accordance 
with a proposal made later in this chapter. 


c) Coal 


The difficulties from which the Canadian coal industry has been 
suffering have been largely due to the competition that coal has been 
meeting from other fuels. So recently as 1950, the railways were burning 
approximately 25 per cent of all the coal consumed in Canada;!° but that 
market has been shrinking rapidly as the railways have been dieselizing 
their operations and will have virtually disappeared by the early 1960's, 
when the night sky in Canada will no longer echo to the wail of steam 
locomotives. Coal has also been losing out, as we have mentioned, to oil 
and natural gas for residential and commercial space-heating; and growth 
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of its industrial markets has been held in check by sharp competition from 
the other fossil fuels. In part, however, the industry’s difficulties have been 
due to production problems. This has been true, for example, of the coal 
mines in Nova Scotia. In Pictou and Cumberland counties, many of the 
seams pitch steeply and the workings are gassy and troubled with faults. 
In Cape Breton, the mines dip out under the sea for many miles and in 
some cases it takes two hours to travel back and forth between the pithead 
and the mine face.1! These circumstances have not only created operating 
difficulties but have also added to labour costs. Obviously coal miners 
must be paid wages at least roughly commensurate with those paid in 
other industries, but to do so and yet meet the stiff competition being 
offered by other fuels has nowhere been easy and has been particularly 
difficult in those areas where the general level of wages has been high and 
alternative employment readily available. 


It has been widely recognized in the industry, both by labour and 
management, that the only way these problems can be overcome is by 
increasing productivity. Wherever it has been possible to produce coal 
by strip-mining methods with the new heavy power-shovels and earth- 
moving equipment that have become available, output per man-day has 
been much higher than in the underground mines and has raised the 
general average. These are the methods used, for example, in the lignite 
fields in southern Saskatchewan and in the Minto field in New Brunswick. 
But it is easier said than done to increase productivity in many of the 
underground mines in both Eastern and Western Canada. Because of 
their structure, the major mines in Nova Scotia are unsuited to the room- 
and-pillar method of mining which is almost universally used in mining 
the larger seams that are common in the United States, so that much of 
the machinery developed for use across the border cannot be employed. 
The Nova Scotia mine operators, however, have shown enterprise in 
developing new cutting and loading machinery that can be used with 
the longwall system of mining and in undertaking, with the assistance 
of loans from the Canadian Government, an extensive investment pro- 
gramme to mechanize their operations more fully and efficiently. In the 
study prepared at our request on The Nova Scotia Coal Industry, it is 
estimated that as a result of this programme of modernization, output 
per man-day in the mines concerned (which account for approximately 
90 per cent of all the coal produced in Nova Scotia) increased by 47 
per cent between 1945 and 1955. At the same time, however, productivity 
in United States mines was increasing even more rapidly, so that the 
differential between costs at the pithead in Nova Scotia and in competing 
fields in the United States tended to grow. During our hearings in Halifax, 
we were told by one of the representatives of the Dominion Steel and Coal 
Corporation Limited that the cost of production at DOSCO collieries in 
Nova Scotia was a little more than double the cost of production in the 
United States.1* One consequence of this and of rising transportation costs 
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has been a sharp increase in the subsidy paid by the Canadian Government 
on Nova Scotia coal moving into central Canada, since the payment per 
ton is related to the laid-down price at Canadian points of coal imported 
from the United States. However, since there is a maximum on the amount 
payable per ton, another consequence of the widening gap between the 
cost of Nova Scotia and United States coal has been some contraction in 
the market area in central Canada available to coal from Nova Scotia. 
The subsidy paid to enable coal from Western Canada to move to Ontario 
has also been rising while the available market has been somewhat con- 
tracting. The very buoyant labour market in Western Canada has also 
meant that the difficulties facing the coal mines there have led more 
rapidly to the abandonment of mines than has been the case in the Mari- 
times. In Nova Scotia, only two important pits so far have been closed. 
In Alberta, on the other hand, 16 mines were abandoned in 1955; and 
the total output in Western Canada declined by about 40 per cent between 
1948 and 1955. 


We see little immediate prospect of wider Canadian markets for coal. 
The railways’ requirements will continue to decline; oil and natural gas 
will make new conquests; and these losses will outweigh the additional 
quantities that will be burnt in thermal generating plants, used for coking 
purposes in steel-making and other metallurgical industries, and possibly 
exported. It is for this reason that in a later chapter on regional develop- 
ment in Canada we put forward some suggestions for readjusting the 
basis on which subsidies are paid on shipments of Nova Scotia coal. 
The purpose of these suggestions would be to maintain for it something 
like its present volume of sales, while avoiding any substantial increase in 
the total amount of subsidy paid and so to keep to a minimum the social 
dislocation that might be caused by falling demand. 


Further ahead the outlook for coal is brighter. The reasons for this 
are simple. Total energy requirements in Canada may be expected to 
compound at only a slightly lower rate than the Gross National Product. 
Increasingly over the next quarter century these requirements will be 
met by oil and natural gas; but however large Canada’s resources of these 
fuels may be, they are certainly exhaustible and almost certainly less, when 
expressed in terms of the heat they can produce, than the coal reserves 
which in some circumstances it might prove economic to recover. Sooner 
or later it must be anticipated that in Canada as well as in the United 
States the real cost of finding oil and natural gas will begin to mount in 
the same way as the real cost of hydro-electric power is already beginning 
to move upward. As energy requirements increase and as oil and natural 
gas become relatively more expensive, coal will begin to come into its 
own again. Already the shape of what is to be expected in Canada in the 
latter part of the period we are considering may be seen in the United 
States, where large chemical and aluminum companies are beginning to 
buy up coal fields to meet their future needs. 
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It must be recognized, however, that this change will first affect the 
volume of coal imported from the United States rather than Canadian 
production. Under existing subsidy arrangements, coal from Nova Scotia 
is not marketed further west than Ottawa and coal from Western Can- 
ada is not marketed further south than Sault Ste. Marie. But the largest 
increases in demand will all be in Southern Ontario and no doubt will be 
met by larger shipments from across the border. Imports of coal will 
probably begin to rise substantially by about 1965, while it may be 
1970 or a few years later before the Canadian coal industry begins to 
feel the effects of increased Canadian demand. It must also be recognized 
that the Canadian coal industry which we expect to be of growing import- 
ance twenty-five years from now will differ markedly from much of the 
industry we know today. For the most part, it will be geared to supply the 
requirements of large industrial users who will be less interested in the 
rank of coal they burn than in its uniformity. Coal operators in consequence 
will be drawn by preference to fields of uniform texture which can be mined 
with relatively low labour costs by open-pit methods. Where that is 
not possible, there may be inducement twenty-five years from now to 
convert mined coal at the pithead into electricity or synthetic gas or oil, 
or to gasify it underground. 


Capital Expenditures of the Energy Industries 


In an earlier chapter, we remarked on the large capital expenditures 
that are often necessary to exploit the latent potential in our natural 
resources and bring them into relation to the economic process. That is 
conspicuously true of the energy industries. As we were reminded during 
the public hearings by several of the oil companies, between 1946 and 
the end of 1955 the oil industry in Canada invested over $3,000 million 
in its efforts to find, produce, transport and process its products.1? Over 
the same period, capital expenditures by a single electric power corp- 
oration, the Ontario Hydro, on generating stations, transmission lines, 
transformer stations and other facilities required to deliver power to its 
customers amounted to more than $1,250 million.14 In 1955, the value 
of new capital investment in all the energy industries is estimated to 
have totalled approximately $900 million. Of this total, more than $400 
million was invested by the oil industry, about $100 million by the natural 
gas industry, and more than $400 million by the electric power industry. 
In that year, the nation’s fuel and power industries were investing approx- 
imately $1 out of every $7 being spent on the creation of new physical 
assets in Canada. It seems likely that over the next two or three decades, 
new investment in the energy sector will increase relative to the total 
of new investment in all Canadian industries and that by 1980 as much 
as $5,000 million may be spent annually on exploration and development, 
production, processing, transportation, distribution and marketing. 


ENERGY 


Electric power is the most highly processed form of energy and 
requires correspondingly large amounts of capital for its production and 
distribution. That is one reason why we expect new investment by the 
electric power industry to continue to account for not much less than 
half of all the capital expenditures in the energy sector of the economy. 
Another reason is the virtual certainty of rapidly growing demand for 
electricity. Since the War, there has been a greater increase in the use 
of electricity in households than for any other purpose; and it seems 
likely that domestic demand will continue to grow very rapidly as the 
number of households increase, as they come to be more fully equipped 
and as new appliances appear on the market. As we will see in the next 
chapter, use of electricity in agriculture will also grow and spread in 
sympathy with the decline in the farm labour force. Other industries will 
have even larger demands for electric power. Canada’s pulp and paper 
mills and its smelters and refineries for non-ferrous metals at present 
consume about 40 per cent of all the electricity used in this country. They 
will continue to have growing needs for very large blocks of electric 
power, although the proportion of electricity used for making pulp and 
paper will fall over the next twenty-five years and although the great growth 
we expect in smelting and refining capacity in Canada may be checked by 
decisions to make use of cheap hydro-electric power in other countries for 
refining light metals. In the aggregate, however, the amount of electricity 
needed for these two purposes in Canada will be very great. The secondary 
manufacturing industries will also have large requirements, since many of 
them are heavy users of electricity and since this sector is likely to increase 
in relative importance. To sum up, we have thought it reasonable, after 
giving some consideration to the various uses of electricity, after exam- 
ining the record of increasing consumption in recent decades and after 
pondering the correlations between growing demand for electricity and 
growth in the Gross National Product and in the labour force, to con- 
clude that on the average over the next quarter century the annual in- 
crease in the use of electricity will be of the order of 7 per cent. 
This will necessitate large new investments year after year in generating 
capacity and in transmission and distribution facilities. By 1980, such 
capital expenditures may be running at the rate of some $2,000 million 
annually. 


If electricity requires more capital for its production than any other 
form of energy, it is equally true that to produce it from water-power 
requires more capital than to do so in any other way. It is estimated, for 
example, that since 1950 the average investment per installed kilowatt 
of generating capacity in Canada has been $225 in the case of hydro 
plants and $125 in the case of steam plants. In spite of this, there will 
continue to be good reasons for making the very large capital outlays 
needed to develop new water-power resources. For, while the margin 
between the delivered cost of electricity produced hydraulically and by 
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thermal means has been narrowing, it is still substantial, provided that 
hydro power does not have to be transmitted over too great distances. 
Moreover, once a hydro station has been built, the costs of operating it 
are predictable over a long period of time, being affected very little by 
changing labour costs and not at all by changing fuel costs. We are 
therefore certain that many of Canada’s remaining water-power resources 
will be developed before the next twenty-five years are out. 


It is not so simple as might be thought to estimate how much unde- 
veloped hydro power is still available. In 1955, installed turbine capacity 
in Canada amounted to approximately 13 million kilowatts; and in that 
year it was officially estimated that the total of available water-power, both 
developed and undeveloped, was between 37 million and 38 million kilo- 
watts. For a number of reasons, however, that estimate must be regarded 
as being highly conservative. It is based on calculations only of the power 
available at sites where the flow has been measured over a period of 
years and where the foundations for the dams that would be necessary 
have been tested; it leaves out of account some of the additional capacities 
that could be made available through the greater use of storage and stream 
regulation; and it makes no allowance for possible diversions from one 
watershed to another of the kind successfully employed at Kitimat. Omit- 
ted, for example, from the calculations is the great head of power avail- 
able at Grand Falls in Labrador, which we saw as we flew from Goose 
Bay to Knob Lake. There the Hamilton River, as it flows eastward 
towards Lake Melville through a high tableland, turns slightly in its 
course and plunges straight down more than 250 feet into a long deep 
gorge with spruce-wooded banks where snow lies in patches all summer 
long. The development that is projected at this site would eventually 
have a capacity of more than three million kilowatts. One cold, gloomy 
evening, flying from Whitehorse to Fort Nelson, we also saw — as they 
caught the last, gun-metal gleam of a stormy day — the waters of Lake 
Atlin and other tributaries of the Yukon that would be diverted through 
huge tunnels into the Taku River and so out to the Pacific instead of 
into the Bering Sea if the plans outlined to us at our hearings in Victoria 
are implemented.1* The ultimate installed capacity of all the power- 
houses involved in the project would be more than five million kilowatts; 
and this energy too is omitted from the calculations of Canada’s hydro- 
electric potential. In our opinion, a reasonably realistic schedule of the 
large hydro-electric capabilities remaining to be developed in Canada is 
shown in Table 7.1. 


From that table it is very noticeable what a high proportion of all 
the undeveloped hydro-electric power in Canada is situated in British 
Columbia. Some of it, however, cannot be developed so long as the 
interests of the fisheries are held to be of over-riding importance and so 
long as it is so costly to provide means which would enable the salmon 
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to surmount the high power-dams that would be necessary and so reach 
their spawning-beds upstream and also allow the fingerlings to find their 
way down to the ocean. International agreements have also to be reached 


Table 7.1 
LARGE HYDRO POWER CAPABILITIES 
(remaining to be developed in Canada as of December 31, 1955) 


Millions of 
installed kilowatts 


Newfoundland and Labrador 
@Onithedsland: of Newfoundland. 344s or. a es. 0.2 
PA LONE INI VEL hse AC ee ee Da RR es MiG SATS, 4.2 


INS Ve SELES WIC Kot ste ee eae ore eR REE See lure ace re OS 


Quebec 
ACIS. BYE SCREEN, 0b tke tia GE TEE SEM Ne ISTE 2 


SAGUCH aver. nit. eer salen an Cato treba aks 

NOI OMOLes CULL IOF tea WHENCO et rem sonete Ae ce Pat cis 

Rivers flowing into James, Hudson’s and Ungava Bays... 
Ontario 

International Rapids hocc) ss. <ysere tits ie beers as Sale). xh» 

INOrPn eA StOnine UOT EEO, dunt viet Nate cnt facet Rete scat: oie 


Manitoba 
Nelson, Churchillvand Saskatchewan cta.to8e smc Soe ee yes 3:9 


Alberta 
Redee Saskilcne wil DOW, ClCm secon ame: tae eae, «a 1.0 


British Columbia® 
@olmimbia and eributarics been ee ee le Ke 
Praseranaiributages: 22) ceva, sneer wien. ape, SARS oy 
CACC crepes epevats «ete is tacit aetna + Ue TID GS. seca 3.0 
INAGSHROUIKATIC eTOCs ghee Suk ey Soa Rees lars 2 6.0 
Other coast rivers and possible diversions............... 4.0 
Possible .downstreain, Denen(Sa roma .o. mete etn ices v- 1.0 (min.) 


PUK OMe LA DE OCC Ut co ater e cian ome: POUNCE rhe. le de. ogous Or2 
GOLAN DLOVIsIONAL Esato ocne ey, eee nes Care ri three, 54.2 


a 100,000 k.w. and up. 

b Excluding the Albany and Severn River systems. 

¢ The British Columbia Government in its brief estimated the total hydro-power resources 
of that province as being in the vicinity of 18 million k.w. as of December 31, 1955. 

d See General A. G. L. McNaughton, ‘‘Problems of Development of International Rivers 
on the Pacific Watershed of Canada and the United States”, a paper presented at the 
World Power Conference, Vienna, 1956. 

e Assuming no diversion of the Columbia into the Fraser River system. Were this to be done, 
it would add some 4.5 million k.w. to Canadian capacity. 

f See George J. Smith, “Major Undeveloped Water Powers of Northern British Columbia’’, a 


paper presented at the eighth British Columbia Natural Resources Conference, February, 
1955. 


Source: Adapted from John Davis, Canadian Energy Prospects, 1957, a study for the 
Commission, Chap. 9, Table 14, p. 225. 
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in many cases for the allocation of the benefits that would result from 
the construction of storage reservoirs and from the more regular flows 
they would make possible. If all these difficulties are overcome, as we 
expect they will be, Canada’s installed hydro-electric capacity in 1980 
could be more than four times as great as it is today. Even so, the 
ratio of hydro power to thermal power would have fallen from seven out 
of every eight kilowatts of installed capacity to two out of every three kilo- 
watts. Nevertheless, the importance of hydro-electric power over the next 
two or three decades and the cost of developing it will both be so great 
as to necessitate careful attention to the twin problems of where it is to be 
marketed and how it is to be financed. 


In some parts of the country, the efficient development of a large 
new project may require that it be designed to produce much more power 
than can be used immediately in the area of economic power transmission, 
although the general growth of the area will require all the output over 
a period of years. Under these circumstances one possibility is to try, by 
low rates, to induce one of the relatively few industries that use very 
large amounts of power and for which power costs are therefore a very 
important factor, to locate in the area. The difficulty in this case, in 
settled or rapidly growing regions, is that such industries typically add 
relatively little to the diversified economic strength or to the employment 
opportunities of the region and permanently appropriate a large amount 
of power which a growing area will need for its own general expansion. 
In these circumstances there would seem to be merit in permitting some 
part of the power from such a large new project to be exported at economic 
rates for stated periods of years, after which it would be made avail- 
able in the area for Canadian use. In this way, the interests of Canadian 
consumers, immediate and long-term, would be properly protected. This 
would mean cheaper electricity to the general body of consumers imme- 
diately and a safeguarding of future electrical supply for the diversified 
requirements of the region. This policy would not, of course, apply to 
areas remote from settled centres where the development of hydro-electri- 
city for industries requiring very large amounts of power seems to be 
desirable from every point of view, or to areas far from the United States 
border. 


We realize that in some quarters it is regarded as heresy to suggest 
that in some circumstances the export of firm power under long-term 
contracts might be sanctioned with advantage to the Canadian economy. 
Hydro-electric power has long been regarded in Canada as a unique 
resource —- uniquely valuable, uniquely cheap, irreplaceable. For that 
reason it has long been settled policy not to permit the export of addi- 
tional blocks of firm power and to reserve it to promote the growth of 
the Canadian economy. For the same reason it has long been held that, 
once exported, power could not be repatriated. So long ago as 1910, the 
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Conservation Commission over which Sir Clifford Sifton presided, declared 
that ... “should power be exported to the United States, the vested interests 
it would create there would prevent its subsequent withdrawal to 
meet the future needs of Canadian industry.”!® Sir Henry Drayton, 
who during the First World War had been Power Commissioner under 
the Borden Government, later said bluntly, “Power exported is power 
lost”.17 Mr. Meighen in 1925 gave it as his view that, “Power is not 
something that is in the world market, that another country can substitute 
for if the first country withdraws”.1® A few years later, Mr. MacKenzie 
King stated, “This government has laid down the policy that the export 
of hydro-electric power shall be prohibited so that these great reserves 
of energy may be utilized in building up the Dominion’”’.!® We are aware 
of past policies and of the reasons for them. When they were adopted, 
there was a wide difference between the cost of hydro-electric power 
and of power generated in thermal stations; the blocks of power exported 
were a relatively large part of the electricity supplied to the importing 
area; and there was nothing in the export contracts specifically providing 
for recapture. But circumstances change and policies should be flexible 
enough to change with them. Hydro-electric power is no longer a unique 
resource. Certainly it is no more so than natural gas, which is being exported 
from Canada under contracts of 20 years duration. Electric power is un- 
doubtedly essential for modern industrial growth. But it can now be 
generated in many different ways; and the difference between the cost of 
generating it hydraulically and by thermal means, whether of the conven- 
tional or nuclear variety, has been decreasing and may be confidently 
expected to go on decreasing over the next few decades. Furthermore, the 
amount of energy that might be exported in proportion to the total con- 
sumption of the importing area would be fractional now compared with 
the comparable proportion in earlier periods; and the problem of recaptur- 
ing exported hydro is consequently much simpler now. There is therefore 
nothing naive in believing that arrangements could be made whereby hydro- 
electric power would be exported to the United States for a stated number 
of years to be replaced, when the time came under the agreement for its 
repatriation, by power generated from conventional fuels or by nuclear 
fission. Such arrangements are perfectly feasible in our opinion and might 
well be more in the public interest than any alternative method of deve- 
loping some of the very large blocks of hydro-electric power that still 
remain to be harnessed in this country.» 


A Comprehensive View of Our Energy Requirements and Resources 


Issues of this kind, in our opinion, should be examined within a 
context broad enough to include all forms of energy and all the energy 
industries. In this chapter, we have tried to suggest that, although there 
are a number of separate energy industries, the interrelations between 
them are close and complex. Each of the various energy resources has 
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its own peculiar advantages which make it better suited than others 
for some purposes. Wood needs no processing before it can be burned 
as a fuel and is found almost everywhere, except on the prairies, so that 
it will still be used for heating in some outlying districts, although 
Canada’s total consumption of fuelwood will continue do decline. Coal has 
both a high heat content and valuable metallurgical properties, and there 
are large reserves of it. It will continue to be essential in steel-making and 
after the passage of time may begin to recapture some of the volume 
markets that it is now in the process of losing. Petroleum products pro- 
vide the most practical form of power for cars and trucks, and highway 
traffic will continue to depend on it almost exclusively. Natural gas is 
a particularly clean and convenient fuel and its special properties will 
always ensure for it many premium markets. Water-power can be harness- 
ed with a very high degree of thermal efficiency and electricity can be 
produced from it without exhausting any natural resources. Electricity 
itself, however produced, is the most amenable form of power in industry 
and is now almost indispensable for domestic comfort as well. But 
there is also a wide area of competition between the various energy re- 
sources. For many purposes, one form of energy can be substituted for 
another. Wood, coal, oil, gas and even electricity can all be used for 
space-heating. There are many possible ways of generating electric power. 
Moreover, it is now technically feasible and may, in succeeding decades, 
be economic to synthesize oil or gas from coal, or gas from oil, and so 
extend the practical limits within which one form of energy can be con: 
verted into another. 


For the first time in Canada, the interrelations between the various 
energy industries have been treated comprehensively in the study that 
has been prepared for us on Canadian Energy Prospects. As a result of 
that study, it is possible to put forward some estimates of the rate at 
which Canada’s energy requirements will grow over the next two or 
three decades, of the way the pattern of end-use may change, and of shifts 
in the relative importance of the various energy resources in supplying 
total Canadian requirements. 


Since quantities of all forms of energy can be reduced to a common 
measure by being expressed in terms of the heat they can generate, it is 
readily possible to add and compare them. Expressed in terms of tons of 
coal equivalent, it seems probable that the total quantity of energy required 
in Canada over the next quarter-century will increase at an annual rate 
of some 41% per cent. That estimate has been chosen after considering the 
results produced by a number of different methods. The growth experienced 
recently in energy requirements has been projected. Forward estimates 
have also been prepared based on the anticipated growth in the Gross 
National Product and in the labour force. The estimated requirements 
of the various main consumption sectors and of the various regions have 
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been totalled, as have estimates of domestic demand for the various energy 
sources. After selecting a rate of increase of 444 per cent per annum from 
among the results yielded by these different methods and after reconsidering 
the component estimates in order to reconcile them with that projected rate 
of increase and with one another, we have concluded that the changing pat- 
tern of energy use over the next quarter century might be along the lines 
set out in Table 7.2. 


Table 7.2 
THE PATTERN OF ENERGY USE IN CANADA 


(percentage of total energy consumed, measured in terms 
of tons of coal equivalent) 


Consumption sector 1926 1953 ( Cy ed) 
Energy industries.......... i; een “ bdes CER AAS ORS E | 9 14 
Manitacterme-and mining)... cre fc us denatos,. «<0 18 23 29 
*RESICENtIAL NU COMMMENCIAl sen. ery ec ches «te ote os 3h 30 pA 
TRAUISDOrCAION 4). ded See eee SP: Leth 29 29 26 
IN GIVI UCI USES acento Gre dee tee teen tee RENT er, 3 5 8 
Other (waste and unaccounted for)............. 6 4 2 
POCO Mie aE See oh, ee, eae, Sen a2 100 100 100 


Source: John Davis, Canadian Energy Prospects, 1957, a study for the Commission, Summary, p. 2. 


As will be seen from the table, it is anticipated that manufacturing, mining 
and the energy industries themselves will use a higher percentage of the 
total than at present, with residential and commercial demands being 
correspondingly reduced. 


The changing pattern of supply to meet Canadian requirements is 
suggested in Table 7.3. 
Table 7.3 


THE PATTERN OF ENERGY SUPPLY TO MEET CANADIAN 
REQUIREMENTS 


(each source as a percentage of total energy consumed, measured in 
terms of tons of coal equivalent) 


Energy source 1926 1953 (e ve ay ed) 
Coal (including coal for electrical generation)..... 69 39 16 
POLrOICUII cp eprclccech.. 02 oie aes oh Pea ee OES Ain oe 10 42 45 
MACE A264 08 ok, | ates iesles Sara aee pe ae rare cere ears 2 4 25 
NVIOOC /ceen enn ete tot. Spi <EULRAL Tai. Ae, Caen em 16 7 1 
WiAter POWELO..... ...< .totva-s sutet npcmtenss «Lani. ener. 3 8 11 
PICIOARENSr yO. TAL. <5. Ges hs arte e cree ere re aes — — 2 
Ot fc een cee 100 100° "100. 


a Including natural gas liquids. 
b Measured in terms of its contributions as electricity. 


Source: John Davis, Canadian Energy Prospects, 1957, a study for the Commission, Summary, p. 3. 
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The salient conclusion that emerges from the above table is that by 1980 
between two-thirds and three-quarters of Canada’s greatly increased total 
requirements may be supplied by petroleum and natural gas. It should be 
noted, however, that the percentage distribution shown above is based on 
the consumption of energy in its primary or relatively raw form before 
the deduction of losses due to the inefficiency inherent in most of the 
methods by which energy is produced, transported and consumed. Since 
hydro-electric power can be put to work much more efficiently than liquid 
fuels or coal, its effective contribution towards meeting Canada’s total 
energy requirements today would seem to be of the order of 20 per cent 
rather than 8 per cent, as is shown in the table. In 1980, the cor- 
responding percentage might be more like 25 per cent. Nuclear power 
is also a highly efficient source of energy, and by 1980 its contribution 
might be about 4 per cent instead of 2 per cent, as is shown in the table. 


We are aware that these estimates of energy use and energy supply 
will prove inaccurate. But, in our opinion, they are a valuable part of 
the total context in which individual energy issues should be considered. 
It is particularly important that such a context be developed at a time 
when the questions of the development of power resources and of the 
downstream benefits on rivers which cross the Canadian-United States 
border are under discussion between the governments of the two coun- 
tries. Undoubtedly in these negotiations Canada’s long-term interests in 
hydro-electric power will be safeguarded. We assume that in connection 
with these inter-governmental negotiations, the appropriate Canadian author- 
ities are considering our long-term interests in the whole field of energy. 
These include not only the question of exporting electricity for periods 
long enough to permit the financing of new installations but also our inter- 
ests in export markets for oil, both crude and refined products, and for gas 
and its by-products. 


In order that a sound and comprehensive policy may be worked out 
with regard to development, exports, imports and consumption of all 
forms of energy in Canada, we propose that a national energy authority 
be established which would be responsible for: 


(a) advising the Federal Government and, upon request, any pro- 
vincial government on all matters connected with the long-term 
requirements for energy in its various forms and in different 
parts of Canada; methods of promoting the best uses of energy 
sources from a long-term point of view; export policy, including 
such questions as the further refining of oil and gas in Canada 
and the disposal of by-products; coal subsidies, etc. | 


(b) approving, or recommending for approval, all contracts or pro- 
posals respecting the export of oil, gas and electric power by 
pipeline or transmission wire, including, where necessary or 
desirable, the holding of public hearings in connection therewith. 
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If this proposal is accepted, the organization of the Dominion Coal 
Board should be merged with that of the proposed national energy author- 
ity. It is perhaps unnecessary to add that the proposed new body would 
not interfere with the rights of the provinces respecting control over 
natural resources. 


Energy and the Changing Structure of the Canadian Economy 


The change from wood to coal as the principal industrial fuel was 
an intrinsic part of the Industrial Revolution and served to drive it forward; 
and subsequent shifts in the supply of energy have significantly modified 
the structure of every industrialized country where they have occurred. 
It is perhaps worth while, therefore, to add a few speculative comments 
on the general nature of the changes we foresee in the structure of the 
Canadian economy resulting from the changes in the availability and cost 
of energy that have been outlined in this chapter. 


As has been often remarked, the Canadian economy has been given 
a particular twist in previous decades by the relative inaccessibility and 


scarcity of its fuel resources and by its relative abundance of hydro-. 


electric power, with the result that there has been a much higher concen- 
tration of the electro-process industries in our economy than there has 
been in the United States or many other countries.?? Production of those 
chemicals which are manufactured essentially by combining air and 
electricity has gravitated naturally to the Niagara Peninsula and other 
_ areas where hydro-electric power has been plentiful. We have also been 
able to add a higher value to some of our natural resources by using 
hydro-electric power to turn our pulpwood into pulp and paper and to 
smelt and refine many of our minerals. In the case of aluminum, even 
though the raw material is not available in Canada in commercial quan- 
tities, the presence of cheap power near tidewater, together with access to 
large international markets, has made it profitable to locate very large 
aluminum plants at various points in Canada. The advantage we have had 
from cheap power, however, is now declining as energy costs throughout 
the world, including the cost of power, are tending to level out. 


It seems likely that our advantage in this regard will last long enough 
to justify the development, even in remote areas, of large new water-power 
resources and to provide the basis for a large increase in Canada’s capacity 
to produce aluminum and probably other light metals, including magnesium 
and titanium. It should also provide the basis for a few new smelters and 
refineries for the production of non-ferrous metals, and also perhaps of 
uranium 235. But cheap hydro-electric power is available in other coun- 
tries, particularly in Africa. And as their economic development pro- 
gresses, it may become attractive to develop some of these sites for 
the production of aluminum, or other of the light metals, or U-235. 
Indeed, that is already happening. Towards the end of the period that 
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we are considering, when nuclear energy should be available at much 
lower cost than it is today, and when all of Canada’s large water-power 
resources will have been harnessed, the edge we have had because of 
cheap power will have entirely disappeared. Even before that, as has been 
suggested in the study made for us on The Outlook for the Canadian Forest 
Industries, the availability of nuclear power will be operating to narrow 
the advantage in the manufacture of pulp and paper that we have enjoyed 
because of our water-power resources.2! The same may also be true of 
the smelting and refining of base metals. 


Fortunately, there is much to be set down on the other side of 
the ledger as well. While we are beginning to lose the advantage given 
us by cheap power, the handicap imposed on many Canadian industries 
by fuel costs higher than those in the United States is being reduced in 
many parts of the country as average energy costs on both sides of the 
border begin to come together. Close to the oil and gas fields in Western 
Canada, energy costs are now low enough to provide an attraction to 
new industries. But these low costs do not reach out very far from 
the fields and, in our opinion, are unlikely to, so long as changes are 
not made in the present methods of setting prices at the border. Even 
if this were done in ways less prejudicial to Canadian interests, we doubt, 
however, whether the special character being given to the economy by the 
proximity of many parts of Western Canada to cheap oil and gas will ever 
equal in relative importance the specialized twist given our economic 
development by cheap hydro-electric power. In terms of energy, our 
situation is beginning to blend more and more into that found across the 
border. Only at the other end of the country, in some parts of the Atlantic 
Provinces, does there seem to be little present hope of energy costs 
approaching the continental average. It is for this reason, as well as because 
of the more general considerations outlined in a later chapter, that we 
think special assistance from the Federal Government to help some of 
the Atlantic Provinces obtain assured energy resources at lower cost is 
well justified. 


There will continue to be special energy problems in the Atlantic 
Provinces. In the West, some special new industries, including notably 
the petro-chemical industries, will cluster about the oil and gas fields. 
The electro-process industries will continue to expand and to have a 
relatively larger place in the Canadian than in the United States economy. 
But by and large what we foresee is a less specialized Canadian economy 
as a result of developments in our energy resources and in the energy 
resources available elsewhere throughout the world. Energy costs are 
coming together and energy is being diffused more widely, almost as 
it were, in accordance with the Second Law of Thermo-dynamics. To 
pluck new economic advantages from this new situation will require 
initiative and brains and technical skill] of a high order. 
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TO SPEAK OF Canadian agriculture is to generalize about an industry 
in which there are some 600,000 productive units varying widely in 
acreage, in scale of production, in specialization, in receipts, and in net 
income. A few scattered facts about Canadian farms gleaned from the 
evidence presented to us and from the study prepared at our request on 
the Progress and Prospects of Canadian Agriculture may be sufficient to 
make clear the variety that underlies the aggregate statistics.* In Newfound- 
land, according to the 1951 census, farms on the average were of only 
slightly more than 23 acres. In Alberta, on the other hand, the average 
size of farm was 527 acres, and in Saskatchewan 550 acres. Along the 
south and southeast coast of Nova Scotia, in much of Cape Breton Island, 
in the central and northeastern sections of New Brunswick, and in the 
Gaspe, as well as in Newfoundland, many of the farms are hardly above 
the subsistence level; and this is also true of northern Quebec and north- 
ern Ontario. On the other hand, we were told that in Saskatchewan 


perhaps as many as 20 farmers own private airplanes;! and of course 


highly prosperous farmers are to be found in other provinces as well. 
A farmer cultivating four or five sections of good wheat land in the 
Regina Plains clearly has little in common with a farmer in New 
Brunswick whose cash receipts from farming may amount to no more 
than $500 a year and who ekes out a living by working in the bush or on 
the roads. He may even have little community of outlook with another 
wheat farmer in the same province tilling a quarter-section of 160 
acres. Nor is there necessarily much in common between a dairy farmer 
with a large farm on the outskirts of Vancouver and a_ pensioner 
working a small orchard of perhaps ten acres in the Okanagan Val- 
ley, or between a Nova Scotia farmer specializing in egg production 
with as many as 200,000 poultry in large hen-houses equipped with 
mechanical feeders and another farmer in the same province who 
keeps a small brood of chickens about the house, pastures two or 
three cows on a stony hillside and earns a little cash income by hiring 
himself out to do odd jobs. Yet all of these are classed as farmers for 


* For the 1951 census, a farm was defined as a holding on which agricultural operations 
were carried out and which was (1) three acres or more in size, or (2) from one to three 
acres in size and with the agricultural production in 1950 valued at $250 or more. A 
similar definition was used for the 1956 census, although for the most part the results of 
the farm census made in that year did not become available in time to influence our study 
of Canadian agriculture. 
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census purposes. When it is stated — as is true — that productivity in 
agriculture is lower than in any other sector of the Canadian economy, 
it must be remembered that output per man-hour on many Canadian farms 
is probably at least as high as in many manufacturing concerns. When 
attention is drawn — as it should be — to low average incomes in agri- 
culture, it must be remembered that some Canadian farmers make with 
fair regularity an income that many of their fellow citizens would envy. 


The one thing that Canadian farmers increasingly have in common 
is an interest in farm prices and farm incomes and a tendency to regard 
their occupation as a business. Farming in Canada has been moving more 
and more to a cash basis and becoming more and more commercial. One 
aspect of this trend is that income in kind, as a percentage of gross 
farm receipts, has declined sharply over the last 20 years as farmers and 
their wives have found it more convenient and economical to sell a higher 
proportion of their output and to buy more of the food and fuel they 
need in the same way as city-dwellers do. Even in the Annapolis Valley, 
for example, where apple growing is still one of the most important agri- 
cultural enterprises, we were told that some farm households buy cases of 
tinned applesauce instead of keeping barrels of apples in the cellar.* At 
the same time a higher proportion of farm inputs have been coming from 
other sectors of the economy and must be paid for in cash. The rapid 
mechanization of Canadian agriculture since the end of the War, which 
was mentioned in Chapter 5, has involved larger cash outlays for gasoline, 
oil and grease and repairs, while the application of other technological 
advances to farming has involved heavier purchases of commercial feeds 
and seeds and fertilizer. Another way in which farming has come to 
resemble other businesses more closely is in its capital structure. In 
every province farming has become more highly capitalized; and the 
capital is increasingly concentrated in machinery and implements and live- 
stock rather than in land and buildings. Finally, the more commercial 
character of agriculture is noticeable in the fact that since 1951 the 
number of unpaid family workers on Canadian farms has declined rapid- 
ly while the number of hired workers has changed very little.* 


This trend toward a more commercial agriculture is proceeding at 
a different pace in different parts of the country. But it is visible every- 
where. The representative of one of the farm organizations in Saskatchewan, 
after describing for us how young farmers in the area where he lived had 
come together to study the application of modern accounting practices to 
agriculture, remarked that farmers of his generation were now inclined 
to look on themselves as “‘straight businessmen’’.* In the brief we received 
from L’Union Catholique des Cultivateurs, the development of farming 
in the Province of Quebec was described as an evolution away from~ 
agriculture as a way of life toward agriculture as an enterprise.” In most 
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parts of the country it is still both, it is still a way of life as well as a 
business. But both in reality and in the attitude of farmers toward their 
own occupation, it is becoming increasingly commercial. 


Agriculture’s Special Characteristics 


But if agriculture is an industry, a business, it is an industry that differs 
in some important particulars from all others. Perhaps the most fund- 
amental difference is that there is a relatively inelastic demand for its 
output. This can be called a fundamental difference because it arises from 
something immutable in human nature, from the fact that the lusts of the 
eye and of the other senses are more insatiable than physical appetite. 
There may be little limit to the amount of chrome a man may want on his 
automobile or to the frequency with which he can be persuaded to change 
it. There is a limit to the amount of food he can eat. He can hardly be 
stuffed with grain like a Strasbourg goose; and even if his tastes, as he 
grows wealthier, run to richer and more varied fare, the returns accrue 
more to the processor and the restaurant keeper than to the primary pro- 
ducer. So, after a certain level has been reached, the demand for foodstuffs 
rises much less rapidly than rising incomes, while the demand for many 
manufactured products follows the income curve upwards or moves ahead 
of it. Put in economic terms, that is to say that the income elasticity of 
demand for farm products as a group is relatively low. Closely related is 
the fact that the price elasticity of demand for many farm products is like- 


-wise relatively low. A drop of 10 per cent in the price of potatoes will 


result in little increase in consumption, while a similar drop in the price 
of television sets may clear out all the surplus stocks that dealers have on 
hand. 


Of equal importance are the inelasticities and immobilities on the 
supply side of agriculture. The temperament of the agricultural industry, 
increasingly commercial though it has become, is still necessarily attuned 
to the slow wheeling of the seasons and the slow fulfilment of biological 
processes. After a farmer has put in a crop there is little point in closing 
down the factory. After a sow has farrowed, it would be silly to slaughter 
the innocents even if there has been a sharp fall in the price of hogs. There 
is little to be done but wait until the pigs are ready to be sent to market 
and then take whatever price they will fetch. Nor do farmers ordinarily 
cut back their intended production because of a clouding of business 
expectations. Few things in agriculture are more remarkable than the 
constancy of farm inputs in bad times as well as in good and the constancy 
of total agricultural output, provided nature is reasonably kind. Similarly, 
farmers themselves are relatively steadfast and immobile. With conditions 
of full employment, it is easier for farm workers to leave agriculture; and 
this process is also facilitated when agricultural incomes have been high, 
so that farm owners have enough money to enable them to start on a 
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different life or to retire and their neighbours have enough money to buy 
them out. But farming, as we have said, remains a way of life as well 
as a business. All that that implies make it harder for farmers to shift 
to other occupations, although in good times their sons may feel much 
more footloose and hired hands then may come and go so quickly as to 
be of little use. 


The relatively inelastic demand for foodstuffs and the relatively inelastic 
response of agricultural production to changing prices, when coupled with 
the fact that there are a large number of producing units in agriculture, 
explain the wide fluctuations in farm prices and farm incomes. Farming 
is open to the hazards of the weather and of plant and animal diseases so 
that inevitably there are sharp unplanned variations in the output and 
supply of particular commodities. In the face of relatively inelastic demand, 
the result is a wider fluctuation in the price of foodstuffs than in other 
wholesale prices. Whereas the price of nickel or newsprint may remain 
unchanged for a year or more, the price of many agricultural commodities 
fluctuates from day to day. An analysis that has been made for us of the 
variation in wholesale prices of farm and non-farm products suggests that 
the spread from year to year in the price of Canadian farm products over 
the 20 years from 1936 to 1955 has been almost twice as great as the 
average annual variation in other wholesale prices.‘ Moreover, swings in 
farm prices are also accentuated by cyclical movements peculiar to agri- 
culture. Farm incomes are comparatively unaffected by fluctuations of the 
business cycle so long as the downswing does not go so far as to produce 
a drop in total effective demand for foodstuffs. But agriculture has epi- 
cycles of its own that amplify variations in farm prices. When the price of 
grain is low relative to the price of livestock, many farmers see a pros- 
pectively promising market for cattle or hogs and, acting independently 
and without knowledge of the plans of others, take steps to increase their 
production. Then the price goes down and many of them cut: back their 
livestock inventories. But these cycles of production run over three to six 
years or more, the length of the cycle depending on the type of live- 
stock, with the result that prices fall further at the peak of the cycle 
than they would if agriculture were a business more immediately responsive 
to price changes. 


Again because of the relatively inelastic nature of demand, farm prices 
have a more dominant influence on aggregate farm income than is true in 
other industries. Individual farmers, of course, who have a good crop when 
crops generally are poor and prices are high, will do very well both because 
of the volume of their sales and the prices they can command. But aggregate 
agricultural income would seem to be chiefly affected by the level of agri- 
cultural prices, in the absence of catastrophic and persistent crop failures 
or abnormal changes in total demand. The depression of the °30’s cut 
so deeply into incomes that there was a sharp drop in effective demand 
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for foodstuffs, so that consumption as well as prices was reduced. Con- 
versely, the heavy demand for North American foodstuffs during many of 
the War years and in the five or six years after it, when agricultural pro- 
duction in other parts of the world had not yet fully recovered, meant that 
Canadian farmers were profiting both from higher prices and from a heavy 
volume of sales. 


But such a favourable situation is uncommon. There is persuasive 
evidence that for many decades in the industrialized countries of North 
America and Western Europe, as well as in less advanced areas, agri- 
cultural incomes have lagged behind others. The reasons are not entirely 
clear. It is somewhat obscure, for example, why even a very rapid intro- 
duction of technological improvements in agriculture does not seem to 
improve the relative position of agricultural producers, although, of course, 
it helps to create higher real incomes for the whole community, farmers 
included. On the other hand, there is wide agreement that the inelastic 
nature of the demand for farm products and the inelasticities and the 
rigidities on the supply side of agriculture are both important elements of 
an adequate explanation. If demand were not comparatively static, there 
would not be so strong a tendency for technological improvements, as they 
spread through agriculture, to produce an over-supply of farm products. 
If farmers were less rooted to the land, technological change, together 
with the greater efficiency and competitive pressure that it brings with it, 
would lead to an even greater exodus from farming than in fact occurs, 
‘and in this way would counter the persistent tendency toward a relative 
decline in average farm incomes.® 


External Demand 


In trying to explain the characteristics of agriculture that set it apart 
from other industries, we have spoken as though domestic demand were 
all that needed to be considered. That is of course an over-simplification. 
If external demand is expanding and effective, it can be sufficient to offset 
the tendency toward over-production that seems almost inseparable from 
agriculture in an industrial economy. The attitudes of many Canadian 
farmers and many members of the public toward agricultural production 
and agricultural policy have been deeply coloured by the fact that through 
long periods in the past agricultural production in this country has been 
chiefly directed toward satisfying growing external demand. The question 
we must ask is whether such conditions are likely to be found over the next 
twenty-five years. 


Wheat will continue to bulk so large in our total agricultural exports 
that it deserves separate treatment in any discussion of prospective external 
markets. In attempting to assess the amount of wheat that Canada may 
expect to sell over the next two or three decades, we have first estimated 
the total volume of wheat that is likely to be traded internationally and 
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have then made a judgment of what proportion of this volume Canada may 
expect to supply. 


The record of the international trade in wheat since the turn of the 
century is shown in Table 8.1, together with some indications of the sources 
from which it has come. It will be seen that with growing population, 
growing demand and comparatively mild import restrictions, world trade 
in wheat grew steadily for the first three decades after the turn of the 
century until markets collapsed in the ’30’s. The latter years of the War 
brought a great expansion in wheat exports and this trend continued until 
1951 while wheat production in Europe and rice production in the Far 
East were being restored. Although some downward drift was discernible 
in following years, the amount of wheat currently entering world trade is 
still substantially above the amount that was traded in the years imme- 
diately before the War. 


Any judgment of the probable size of world trade over the next two 
or three decades must take into account anticipated population growth in 
many parts of the world; the prevalence of government programmes to 
promote a higher level of self-sufficiency in foodstuffs, and particularly in 
cereals; and finally, the fact that, after a certain standard of living has been 
reached, the demand for. wheat is less elastic than that for almost any other 
food. In Chapter 2 we gave some indication of the population growth that 
may be expected in various parts of the world and in Chapter 4 we described 
the scope of agricultural protectionism. But the inelastic demand for wheat 
in highly developed countries also needs to be stressed. In North America, 
for example, per capita consumption of wheat has been declining since the 
turn of the century, and the demand for it now contracts with rising 
incomes more than for any other foodstuff with the exception of potatoes, 
dry peas and beans, and salt sides and lard. 


This characteristic of the demand for wheat in highly developed 
countries must be borne in mind in attempting to estimate the probable 
volume of world trade. In many of the countries of Western Europe, for 
example, including the United Kingdom, France, Belgium, Switzerland, 
Spain and Ireland, per capita wheat consumption has been declining. 
Moreover, in most of these countries population growth is likely to be 
slow. In a few other countries of Western Europe, including Western 
Germany and the Scandinavian countries, although per capita consumption 
of all cereals has been declining, per capita consumption of wheat has been 
increasing because of a shift away from rye as the principal bread grain. 
There have also been per capita increases in wheat consumption in Italy, 
Greece and Yugoslavia, where the standard of living on the average is still 
considerably lower than elsewhere in Western Europe. As a result, how- 
ever, of declining per capita consumption in many of the countries of 
Western Europe and the expectation of only moderate population growth. 
in the area as a whole, it should not be expected that any substantial 
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increase in the volume of world trade will come from this quarter. More- 
over, the governments of all these countries have been active in promoting 
domestic production. In the Soviet Union and the countries of Eastern 
Europe within its orbit, agricultural production seems to be placed at a 
continuing disadvantage in comparison with industrial production and the 
chronic difficulties to which it is subject may necessitate substantial imports 
of wheat from time to time which will tend to increase the volume of 
world trade. But these requirements can be arbitrarily curtailed by the 
totalitarian controls exercised over consumption standards, and foreign 
purchases can be subordinated to political objectives, so that it would be 


unwise to count on any significant increase in the volume of world trade 
from this source. 


In South America population is increasing rapidly and per capita 
consumption of wheat may also be expected to rise in most countries. On 
the other hand, the opportunities for expanding wheat production are very 
great and many South American countries have already made remarkable 
strides toward becoming self-sufficient. Through new irrigation projects 
and the use of improved seeds and fertilizers, Mexico, for example, in 
recent years has moved to a position where in most years it can dispense 
with imports. Since the end of the War Brazil has been the fourth largest 
importer of wheat in the world, ranking only after the United Kingdom, 
Western Germany and Japan. It too, however, has increased its wheat 
production prodigiously so that its output is now almost six times as large 
as before the War.!° In general, it seems unlikely that the importing 


countries of South America will be responsible for much, if any, increase 
in world trade. 


Such increase as is to be expected will probably come almost exclusively 
from countries in Asia and Africa such as Egypt, India, Pakistan, and 
Japan where poverty is still deep and widespread and where there is abun- 
dant room for an increase in per capita consumption of all cereals and of 
wheat in particular. How world trade will be affected by their requirements 
will depend on how fast their populations increase; on how successful they 
are in promoting economic development and raising standards of living; 
on how self-sufficient they can become in the production of cereals; on 
changes in consumption habits, including in some countries a shift from 
rice to wheat; and on how acute are the exchange problems they have to 
deal with. In most of these countries substantial population growth is to 
be expected. It may also be expected that their efforts to encourage econo- 
mic development will bear fruit. But they are all endeavouring to increase 
their domestic production of food grains and already some of them have 
had considerable success. Cereal production in India, for example, during 
the years of the first Five-Year Plan increased at a faster rate than popu- 
lation and an even larger increase is projected over the period of the second 
Five-Year Plan.1 Japan, on the other hand, many of whose people have 
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developed a taste for wheat rather than rice as a result of the post-war 
Occupation and continuing United States assistance, has a dense population 
and relatively little arable land. Although in Hokkaido there is considerable 
acreage that might be brought under cultivation, it is inconceivable that 
Japan will ever be able to produce all the food it needs.!? More generally, 
it may be doubted whether agricultural production in these countries, taken 
together, can keep pace with population growth and provide for at least 
the modest improvement in nutritional standards that is essential. Instead, 
it would seem that the growth of population in the countries of Africa and 
of Asia and the Far East is at present exerting some upward pressure on 
the volume of world trade in wheat and will continue to do so over the next 
two or three decades, although this pressure will be checked by exchange 
difficulties and by government policies designed to stimulate domestic 
production. 


As we see it, world trade in wheat over the next few years may drift 
down from a present artificially high level at which it is being maintained 
by United States disposals in excess of normal commercial marketings. 
Over the long run, however, the level will be pushed slowly upward by 
population growth and by rising effective demand in many of the countries 
of Asia and Africa, so that over most of the next two or three decades it 
may hover around a total of 950 million bushels. 


Of a total world trade in wheat of that order of magnitude what pro- 
portion might Canada expect to supply? The advantages and disadvantages 
of Canadian producers can be stated very simply. Canada has hard wheat 
to export; but it has to be paid for in hard currency. The United States at 
the present time is exporting wheat for soft currency or no currency at all, 
and at cut-rate prices that would not be possible if the United States 
Treasury were not subsidizing American wheat producers so handsomely. 
So long as that policy continues, the Canadian Wheat Board will have 
difficulty in securing a fair share of the world market for wheat produced 
in Canada. We must hope, however, that the efforts now being made to 
dissipate United States stocks and to prevent the accumulation of very 
large surpluses in the future by taking wheat acreage out of production 
will be successful. To the extent that it is, our problems will be eased. The 
Argentine has also traditionally been a large exporter of wheat and is now 
coming back strongly into the market. It has hard wheat of high quality, 
which can be purchased for soft currency, and in the years ahead may 
offer vigorous competition. The next most important competitor in the 
world market is Australia and it, too, enjoys the advantage of selling wheat 
for soft currency. This is attractive to many Asian countries, which, more- 
over, have not the same preference for hard wheat as is shown by millers 
in the United Kingdom and the countries of Western Europe. These four 
countries —- the United States, Canada, the Argentine and Australia — 
are the most important exporters and normally supply about 80 per cent 
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of all the wheat that is traded internationally. In addition, both France 
and Turkey in recent years have exported large quantities. But they are 
both high-cost producers and it may be doubted whether either of them 
can afford permanently to subsidize wheat exports so heavily as they have 
been doing in the recent past. Since 1920 Canada has accounted on the 
average for 30 per cent of the world’s trade in wheat. We are inclined to 
think that when the present exceptional surpluses throughout the world 
have been reduced, and when the United States stops dumping wheat at 
cut-rate prices throughout the world, we should be able to obtain on the 
average about that share of the total market. That would mean that, over 
the short run while there is stiff competition in disposing of surplus stocks, 
we might not be able to export more than 220 million or 250 million bushels 
annually, but that over most of the next two or three decades our average 
annual exports should run between 255 million and 300 million bushels. 
At that rate, total requirements of Canadian wheat from both external 
and domestic sources might amount to between 370 million and 415 
million bushels in the immediate period of heavy surpluses and to between 
435 million and 480 million bushels over the longer run. Others may 
quarrel with those estimates, which we need hardly say are put forward 
very tentatively. But we doubt whether there will be much disagreement 
with the broad conclusion that, while Canada should be able to maintain, 
it will have difficulty in increasing, its traditional share of a world wheat 
market that will be expanding only very gradually over the next twenty- 
five years. 


Nor, in our opinion, is much increase in Canadian exports of other 
agricultural commodities to be expected. Import restrictions in other coun- 
tries will hold them down, as well as the pressure of Canadian domestic 
demand, and the rising cost of some Canadian production. In the past 
many Canadian farmers produced large quantities of a number of commo- 
dities, including cheese, bacon and apples, for export to the United King- 
dom and other overseas markets. Those markets have now almost vanished 
and will probably never be recovered. It might perhaps be taken as a 
symbol both of the way Canadian farmers have bid them farewell and of 
the deep and intimate influence on Canadian production of changing 
external demand that many Nova Scotian apple-growers, by a gradual pro- 
cess of grafting, have been replacing varieties preferred in the United King- 
dom with varieties to be sold in Canada, and, if possible, in the United 
States.!4 Other than wheat, our principal overseas exports of agricultural 
commodities in recent years have been coarse grains, with substantial 
quantities of barley, in particular, going to the United Kingdom for feed 
and to Japan for food. Some of these sales have clearly been exceptional 
and it would be rash to believe that most of this trade will be permanent. 
The United States has also been taking large quantities of coarse grains, 
chiefly because Canadian barley is preferred by United States maltsters and 
Canadian oats are preferred by New England cattle breeders. The probable 
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volume of this trade is also unpredictable. But in our opinion total exports of 
coarse grains are likely to fall below the volume exported in 1955 as progress 
is made in overseas countries with programmes to promote self-sufficiency 
and as Canadian requirements increase. Overseas markets have also been 
of some importance for producers of tobacco, seeds, and oil cake and 
meal; and we would expect such sales to continue, and even increase some- 
what. But for most agricultural commodities other than wheat, the United 
States in our judgment will be the only market of any consequence over 
the next twenty-five years; and even in that market we would not expect much 
expansion, as may perhaps be illustrated by our anticipation for livestock 
and livestock products. There will continue to be some border trade in 
livestock; some cattle will still be shipped to the United States for finishing; 
there will be some export of purebred breeding stock; specialty pork 
products will also move across the border in more than negligible volume. 
Some believe that this latter trade could be expanded significantly because 
of the preference of United States consumers for cuts from the leaner hogs 
that are characteristically raised in Canada. But there has been a marked 
shift in taste in the United States away from all pork products in favour 
of beef; hog production in the United States is highly efficient; and leaner 
type hogs are being developed; so that we doubt whether such exports will 
increase substantially. On balance, it is our view that total exports of 
Canadian agricultural commodities to the United States will not be much 
higher in 1980 than they were in 1955. 

If that conclusion is found surprising in the light of the population 
growth that is expected in the United States, it should be remembered that, 
as it has recently been put by an authoritative group of farm leaders and 
agricultural economists in the United States, “the heart of the farm 
problem” there is “the propensity of farmers to step up output faster 
than domestic and foreign demands are growing’’.!* This is to be traced 
to the very wide and rapid spread of technological improvements through 
American farms, which has been fanned by artificially high prices and has 
led to increasingly larger outputs per acre and per unit of feed. In the 
view of the same group of experts, the “corrective forces operating today 
do not appear to be sufficiently strong to bring farm production into 
balance with demand”. We have already expressed the opinion that, 
in time, price and other changes in United States agriculture may bring 
supply and demand sufficiently into balance so that agricultural surpluses 
will cease to be chronic. That may be overly sanguine. But it would stretch 
even the limits of our optimism to believe that over the next twenty-five 
years United States farmers will be so powerless, the inducements offered 
to them so slight, and the remedies applied to over-production so drastic, 
as to leave much room in the United States market for increased imports 
of Canadian foodstuffs. 

It may be convenient at this point briefly to recapitulate the argument 
we are trying to advance and to see where it is leading before the thread 
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of it is lost in the details of our speculations about prospective external 
and domestic demand. There would seem to be in all highly industrialized 
countries a tendency for the spread of technological change in agriculture 
to produce an over-supply of farm products and for agricultural incomes, 
as a result, to trail behind others. This tendency can be counteracted if 
external demand is rising rapidly. We can see, however, little reason for 
expecting this to be the case over the next twenty-five years. The implication, 
which we shall endeavour to develop later, appears to be that government 
policy toward agriculture should avoid aggravating the danger of over- 
production that, in our opinion, may well be present over most of the 
period that we have to consider. 


Domestic Demand 

It will be domestic demand that will be providing the stimulus for 
agricultural expansion in Canada over the next two or three decades, and 
that will have the greatest influence on the changing pattern of agricultural 
production. We envisage both growing population and growing per capita 
disposable income (which may be defined with sufficient accuracy as personal 
income left after taxes). Population growth will mean that a proportionately 
larger bulk of farm products will be needed to feed the additional millions 
who will be living and working in Canada. Growth in disposable personal 
income will mean that the total demand for some farm products will 
increase much more rapidly than for others. By marrying estimates of 
population growth to estimates of per capita consumption as these will 
be affected by rising disposable personal income, some idea may be 
obtained of probable requirements for the main groups of agricultural 
commodities twenty-five years from now. 


We have already noted that, as the level of income rises, per capita 
consumption of bread grains and potatoes as well as of a few other com- 
modities declines. Concurrently, however, there is an increase in the per 
capita consumption of other foodstuffs. More fruit and vegetables are 
bought and, in particular, consumers use their higher incomes to buy 
more of the protective, high-protein foods, such as meat and eggs, which 
cost more per calorie than bread and potatoes. In a later chapter we discuss 
anticipated trends in disposable personal income. For present purposes it 
is enough to know that by 1965 we estimate that personal disposable 
income will have risen by approximately 18 per cent on the average and 
that by 1980 it will have risen by approximately 70 per cent. After apply- 
ing these projections to the statistical record of changes in per capita con- 
sumption over the past 20 years and after giving some attention to the 
parallel changes that have occurred in the United States, we have 
formulated estimates, which are summarized in Table 8.2, of per capita 
consumption by 1965 and 1980 for the major groups of foodstuffs. 


By presenting estimates for only the main groups of foodstuffs, we 
have perhaps seemed to sidestep many of the problems that are involved 
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and have perhaps robbed the estimates of some of their interest. A few 
notes of explanation may help to restore it. It will be noticed that per 
capita consumption of fruits has been increasing rapidly over the last 20 
years and that we expect this increase to continue. Citrus fruits account for 
most of it, so that continuance of this trend will mean a proportionately 
greater increase in imports than in Canadian production. Within the cate- 
gory of dairy products we have included not only fluid milk, cheese, and 
dried milk of various kinds, but butter as well, although with almost equal 
logic it might have been included in the category of fats and oils. We 
admit to great uncertainty in estimating how the per capita consumption of 
butter will move in the future. When the sale of margarine was legalized 
in most provinces in 1948 and 1949, butter consumption fell sharply and 
has since continued to fall fairly steadily although it is far above the 
level of per capita consumption in the United States. We have assumed 
it to be unlikely in the short run that all legal restrictions on the use 
of margarine will be removed. We have also assumed that there may 
be some decline in the price of butter relative to the price of sub- 
stitutes for it. On these assumptions, we think that although per 
capita consumption of butter will decline still further, the downward move- 
ment will be less precipitate than it has been since 1948. There can be 
little doubt, on the other hand, that oils and fats of vegetable origin will 
continue to be substituted for those of animal origin as_ technological 
changes result in the production of vegetable fats in more palatable forms 
and at lower costs. Our composite estimate of per capita consumption of 
dairy products also conceals uncertainty about the possibility that an 
instantly soluble whole milk powder may be developed. If that were to 
happen, the consumption of fluid milk would almost certainly drop very 
sharply and milk distribution would be transformed. As was pointed out 
to us in the Atlantic Provinces, this would be a boon in many parts of the 
country where fluid milk is either unavailable or available only at inordinate 
cost.*® Finally, we confess to some doubt about how per capita con- 
sumption of dairy products and other fats and oils will be affected by 
medical research into the causes of diseases of the heart and the vascular 
system. If it were to be shown with more certainty that a diet with a high 
fat content is at least in some cases a contributory cause of heart trouble, 
the consumption of fats and oils might be less than we anticipate. 


In spite of these uncertainties, however, we think that the broad out- 
lines of these estimates are probably reliable. They suggest that by 1965 
individual Canadians will be eating about 10 per cent less potatoes and 
cereals than in the period from 1951 to 1955 and about 25 per cent less 
by 1980. By 1965 they will want, and will be able to pay for, about 5 
per cent more meat, eggs and poultry per person than they consumed ten 
years previously; and by 1980 per capita consumption of these commodities 
will have risen by about 20 per cent above the level of the mid-fifties. Per 
capita consumption of dairy products as a group is unlikely to rise, while 
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the consumer will be buying larger amounts of fruits and vegetables, many 
of which will be imported. 


If these estimates of per capita consumption are multiplied by the 
number of mouths that will have to be fed, the result should give the total 
domestic food requirements that may be anticipated over the next twenty-five 
years. On the assumption that net immigration runs on the average at 
75,000 a year, it was forecast in Chapter 6 that the total population of 
Canada will rise by 1965 to 19,520,000 and by 1980 to 26,650,000. Our 
estimates of the total food requirements for a population of that size are 
presented in Table 8.3. Whatever the magnitude of error in these estimates 
may be, the broad implications for Canadian agriculture are clear. The 
domestic market for meat and meat products and for eggs will be strong 
throughout the period and will gain in strength as the period wears on. The 
weakest markets will be those for the direct consumption of cereals and po- 
tatoes. Domestic demand for dairy products may be expected to increase at 
approximately the same rate as population. Those farmers who are in a 
position to grow oil-bearing crops will find a strong market for them. There 
will be heavy demand for Canadian-grown fruits and vegetables, and 
imports of many of these commodities will also rise substantially. 


The increase we anticipate in domestic demand for livestock products 
is so substantial that we have also thought it advisable to show these 
requirements converted into the form in which they would be met from 
the farm. Accordingly, in Table 8.4 meat requirements have been converted 
from dressed carcass weight to the number of animals slaughtered and the 
demand for dairy products has been assessed in terms of milk production. 


No doubt the estimates of demand contained in Table 8.3 and Table 
8.4 could be extended and refined. Add to them, though, the forecasts 
given earlier in this chapter of probable total demand for Canadian wheat 
and also assume, as we do, that there will have to be a 70 per cent increase 
in production of feed grains in order to meet the domestic demand that we 
anticipate for livestock products, and the main dimensions of the schedule 
of demand that we anticipate will be reasonably apparent. It will be noticed 
that the increase in the requirements of hogs and beef cattle that we expect 
by 1965 will be comparatively moderate and that most of the increase by 
far will take place in the last 15 years of the period. The chief reason 
for this is that livestock production was exceptionally high during the 
period from 1951 to 1955, which we have taken as the base years for 
our forecast of livestock requirements. 


How Demand will be Met 


So much for the anticipated demand. How will it be met? Will greatly 
increased imports be needed? Will new agricultural land be opened up or 
will the land at present in farms be used more intensively? How large a 

labour force will be required? What will be the role of technology? 
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Table 8.4 


REQUIREMENTS IN TERMS OF LIVESTOCK NUMBERS 
AND OUTPUT 


(1951-55 average and projected requirements 1965 and 1980) 


Cattle : 
Hogs for Veal Milk Hens Milk Eggs 
beef calves COWS 
Output 
Output On Farms June Ist whole milk| million 
Years Number in Thousands millions ens of doz. 
S. 

TOS1-55 ee 457,570 2,040 1,180 Sul 26.8 16.3 388 
1965-2 OSLO00 2,600 1,500 3.3 223 18.5 518 
198075; -*16,200 4,200 {40 3.5 Mis) 24.6 820 

Indexes 1951-55 = 100 

ib Cee tinge 100 100 100 100 100 100 100 
LOGeae. 133 127 127 105 109 143 133 
1980.2... 214 206 133 112 138 151 211 


Source: W. M. Drummond and W. Mackenzie, Progress and Prospects of Canadian Agriculture, 1957, a study 
for the Commission, Chap. 2, Table 14, p. 37. 

Some of these questions in our opinion can be answered with consider- 
able confidence. We are reasonably certain, for example, that, apart from 
some obvious exceptions, imports of agricultural commodities will not 
increase substantially. We have already suggested that increasing quantities 
of citrus fruits and fruit juices will be imported, and there will also be 
increased imports of other commodities that either cannot be grown in 
Canada at all or can be grown here only at ludicrous cost. But except for 
commodities that require tropical or semi-tropical climates for their pro- 
duction, Canada has always been able’to supply its own requirements of 
foodstuffs and to do so at prices that, given the present comparatively 
moderate degree of protection, have been generally competitive. We see 
little reason to expect any major change in this situation, although from 
time to time some adjustments may be necessary in the degree of protection 
afforded Canadian producers or in the prices they receive, if it is to be 
maintained. 


We are also fairly sure that not much new land will be brought into 
cultivation to meet rising demand. There is still some virgin land in 
Western Canada available for settlement, although it is less than many 
people imagine. But, except in a few areas, it is not of the highest quality 
and is located in latitudes where the winters are severe and the growing 
seasons short. Since much of it is under forest cover, the initial costs of 
clearing and breaking it would be higher than were incurred in breaking 
the open prairies; since, typically, it is far from established markets, 
continuing transportation costs would also be high. In Manitoba it is 
estimated that, in the settled parts of the province, there is approximately 
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a million acres of agricultural land not yet in farms, and in all probability 
all of this will be brought into cultivation before 1980. But it is very doubt- 
ful whether much of the land that is available in the more northern 
parts of the province will be settled during the period we have to con- 
sider. Almost all of the agricultural land in Saskatchewan is now in use, 
with the exception of a tract on the lower Saskatchewan River near the Man- 
itoba border which could be brought under cultivation only if large drainage 
and diking works were undertaken. The cost of these, however, would be so 
heavy that we doubt whether it would be found economical to bring 
this land into production during the next two or three decades. Most of 
the agricultural land in Western Canada that is not yet in farms is to be 
found in Alberta and is located in the Peace River District and in the gray 
wooded soil region that lies north of the very fertile black soil region. It 
seems not unlikely that as much as three million acres of this land will 
be added to the area in farms by 1980. There is also unoccupied land in 
British Columbia, and some of it, no doubt, will also be brought under 
cultivation. We would estimate that by 1980 the area of land in farms in 
Western Canada might well have increased by some six million acres. This 
increment will be offset by land being lost to agriculture in Eastern Canada. 
The area of land in farms has been declining in the Maritime Provinces 
since 1911 and in Ontario and Quebec since 1941. In part, this is to be 
explained by the encroachment of urban areas on land previously in farms. 
Far more important, however, has been the abandonment of farms either 
because they were too remote, or too small, or had too poor soil to return a 
decent living or because the lie of the land was such as to prevent the use of 
modern mechanical methods of cultivation. We expect that the process of 
farm abandonment will result in far more land going out of agriculture in 
Eastern Canada than will be added to it by the new settlement still to be 
expected in a few districts of Quebec and Ontario. The net loss in Eastern 
Canada between 1951 and 1980 may well be slightly over four million 
acres. If these estimates of new settlement in the West and farm abandon- 
ment in the East prove accurate, the total area of land in farms in Canada 
would increase from 1951 to 1980 by only about two million acres, or 
from 174 million to approximately 176 million acres.17 


Instead, rising demand will be met by intensified use of land already 
in farms to make it yield a higher output per acre. This will be the prin- 
cipal response of Canadian agriculture to rising demand, we feel sure, 
partly because modern social attitudes have greatly increased the cost of 
land development and partly because modern scientific advances have 
greatly widened the opportunities for intensified land use. Nowadays there 
are few pioneers who are willing to go into the bush with an axe and a 
team of oxen to clear a little land this year and a little more next year until 
they have a holding of respectable size; and there are few governments wil- 
ling to run the risk of having them become a public charge if the venture 
fails. As a result, roads, schools and other community services have ordi- 
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narily to be provided before a new area is opened for agricultural set- 
tlement, soil surveys have to be made in order to avoid attempts to farm 
sub-marginal lands and government assistance ordinarily has to be provided 
to help in clearing the new farms. All this is expensive — in most cases 
SO expensive that it would be cheaper to obtain an equivalent additional 
output through the more intensive use of land in areas already settled. 


Intensification of land use can come about in a number of ways. It 
can take place through the improvement of land already occupied but 
never cultivated.* In Eastern Canada the proportion of improved land to 
total occupied land has been fairly stable for the last 50 years and is unlikely 
to increase very much. In the areas of later settlement in the West, on the 
other hand, the proportion of improved land has been rising. This trend 
seems likely to continue and may well contribute more productive acreage 
to Canadian farming over the next twenty-five years than the amount to be 
expected from the development of new land. Another method of intensify- 
ing land use is by reducing the amount of land under summer-fallow. 
Ever since large-scale wheat production was successfully established on 
the prairies the system of rotation used has involved keeping fields 
cultivated throughout the growing season without producing a crop.8 
The original purpose was to conserve scarce moisture but the practice 
has also been recommended as a means of weed-control. How wide- 
spread it has become is suggested by the fact that in 1955 the area under 
summer-fallow amounted to over 20 million acres, so that a traveller flying 
west from Winnipeg on an early August afternoon would see below him 
field after field the colour of lamp-black with scarcely a hint of green or gold 
showing through and so scrupulously cultivated that the soil seemed to 
have been screened and sifted. We doubt whether there will be anything 
like so many black patches on the checkerboard by the summer of 1980. 
Summer-fallowing will always be necessary in many parts of the semi-arid 
brown and dark brown soil regions of the southern Prairies but in the black 
and gray wooded soil regions summer-fallowing, it now seems clear, is not 
necessary to good husbandry.1® Even if the area under summer-fallow in 
these regions were to be no more than cut in half, the acreage gained for the 
production of forage and grain crops would amount to nearly six million 
acres. Irrigation will also make a contribution of some importance to 
more intensive land use over the next two or three decades. Completion 
of the projects already planned, such as those on the Bow and St. Mary 
rivers in Alberta, will add some 800,000 acres to existing irrigated land 
in the Prairies and no doubt over the years this land will be farmed more 
intensively. It must be remembered, though, that much of the land already 
irrigated in the West is still being used for wheat-growing rather than 
for specialty crops or for livestock production, which alone could give 


* Improved land is defined by the Dominion Bureau of Statistics as land which has been 
“once subject to ploughing”’’. 
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an economic return on the capital invested; and that most irrigation projects 
require relatively large capital expenditures to produce a stated increase 
in production. Capital would be used more economically in most cir- 
cumstances, it would seem, to finance the application on settled and deve- 
loped land of new technological developments to increase agricultural 
output; and, indeed, we expect this to prove the principal method by 
which land use will be intensified over the next twenty-five years. 

The most spectacular technological change in Canadian agriculture 
within recent years has been the mechanical revolution that has replaced 
horsepower with machines. Shortly after the end of the War, Canadian 
farmers found themselves facing labour shortages as a result of the rising 
wages being paid in urban areas; and at the same time more efficient 
mechanical equipment became available. It was apparent that only by 
mechanizing their operations could they manage with less labour, meet 
the competition from other industries for the services of the fewer hands 
they would still require, and earn larger incomes for themselves and their 
families. It would be less trouble, too, they reflected, to look after a tractor 
than a stable of horses, and it would be nice to get the harvesting done 
in one fell swoop. Fortunately, farm incomes had been relatively high 
during the strenuous War years so that many farmers were in a financial 
position to meet the heavy outlays that mechanization would involve. 
Accordingly, as soon as the conversion from war to peace-time production 
got underway, farm machinery began to stream in great volume on to 
Canadian farms, particularly in the West. The census taken in 1951 
showed that for every hundred farms there were three times as many 
tractors that year as there had been in 1941, five times as many combines 
and three times as many trucks; and almost all this increase may be assu- 
med to have taken place after 1946.29 At the same time, the number of 
horses on farms fell drastically, dropping by two-thirds in Western Canada 
and Ontario and by one-quarter in Quebec and the Maritimes. This phase 
of the continuing process of mechanization has now pretty well run its 
course in most of the agricultural areas of Canada, although it should not be 
assumed that further striking mechanical changes are unlikely. It is possible, 
for example, that at some stage during the next two or three decades 
machines may become common for ploughing, harrowing, cultivating, 
seeding and fertilizing all in one operation,?1 in rather the same way as 
nowadays on most prairie farms the harvesting operations that used 
to be spread over a period of weeks are all performed at one time 
by a combine. On the whole, however, it seems likely that the techno- 
logical changes of most importance over the next twenty-five years will be 
those designed primarily to increase the productivity of nature rather than 
the productivity of labour — to increase, that is, output per acre, per unit 
of feed and per head of livestock rather than output per man-hour. 


It may be, for example, that research with controlled radio-activity — 
will be successful in producing more fruitful plants and animals; and 
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science may have other striking gifts in store for agriculture. But the 
technological advances we have in mind for the most part will be of 
a homelier character. They will come about through the wider use of 
cultural practices that have long been known and that will be applied 
more generally as soon as farmers are convinced there is sufficient de- 
mand to make them profitable. Already they have had sufficient influence 
on agricultural yields in Canada to give some idea of what further pro- 
gress is possible. The record of Prairie wheat yields, which we discuss 
later, is difficult to interpret. But there is no doubt that in Eastern Can- 
ada yields of fall wheat and coarse grains have been greatly increased 
by the use of more fertilizer and better seeds. There has also been a great 
increase in potato yields, which have risen from an average of 125 bushels 
per acre in the years immediately before the War to an average of 192 
bushels per acre in the period from 1951 to 1955, and even so, fall 30 or 
40 bushels short of average yields in the United States. Biological impro- 
vements in agriculture have been of particular importance in making pos- 
sible the great increase in Canada’s output of livestock and livestock 
products over the past 25 years. Output from these farm enterprises has 
risen, on the whole, more rapidly than total agricultural output, and they 
have accounted for a rising proportion of farm cash income in each of 
the agricultural regions of Canada. This has come about through greater 
specialization, which has permitted more attention to be paid to prac- 
tices designed to increase livestock output. Milk yields per cow, for 
example, have risen from just over 4,000 pounds a year before the 
War to more than 5,000 pounds in 1955; and are still well below average 
yields in the United States and many European countries. Increases in 
egg production have been even more remarkable, the annual production 
per hen having risen from 110 before the War to 171 in 1955. Chicks 
are now usually bought from special hatcheries rather than hatched on 
the farm. They are given vitamins like other carefully nurtured infants. 
Their feed is specially ground and mixed and comes in commercial pack- 
ages. They are inoculated against a wide range of diseases. It is no wonder 
that in due course they lay so many eggs or appear on the table as such 
plump and tender broilers. Specialization in the production of beef and 
pork has not spread so widely as specialized poultry production. But 
there are enough farmers who have specialized in these enterprises to 
show fairly clearly the path which efficient production will take. Hogs 
will no longer be fed with whatever feed is available and cheap, as has 
often been the case on the Prairies; or with the skim milk left after the 
butter fat has been sent to the creameries, as has often been the case 
in Eastern Canada. The feed and care given them will ensure that most sows 
have two litters a year and that there is a large number of pigs in every 
litter. Beef herds will be kept for that purpose exclusively and will not 
be used for milk production as well. Artificial insemination will be used 
more widely to maintain high-quality strains. Above all, more attention 
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will be paid to pasture improvement and to the production of good forage 
crops. Most of the pasture in Canada consists of unimproved native grasses 
and its carrying capacity could be multiplied by the use of fertilizers 
and the planting of more nutritious grasses. It is principally through the 
application of such well known and unspectacular cultural practices as 
this that we would expect the output of Canadian agriculture to increase 
over the next twenty-five years.?? 


To construct a significant measure of total agricultural output is 
particularly difficult because of fluctuations in crop yields and farm prices. 
However, it would seem that over the past 25 years the physical volume 
of agricultural output in Canada grew by some 30 per cent to 40 per 
cent. This increase was achieved with a smaller labour force and without 
much development of new agricultural land. We would anticipate that 
over the next twenty-five years agricultural output may grow by perhaps 
65 per cent to 70 per cent and that this growth will be accompanied 
by only a very slight increase in the acreage of land in farms and a further 
substantial decline in the farm labour force. Increasing yields will enable 
Canadian agriculture to produce a much larger quantity of foodstuffs 
on little more than the acreage currently in use, while the increasing prod- 
uctivity of farm labour will permit output to rise while the labour force 
is falling. 


We have stressed the important role that will be played over the next 
two or three decades by changes designed primarily to increase the prod- 
uctivity of nature. But many of these, of course, will also operate to 
increase the productivity of labour. The key facts about output per man- 
hour in Canadian agriculture are, first, that it is still lower than in any other 
sector of the economy, and, second, that it has been rising more rapidly 
than in any other. Unless there is to be a greater relative increase in agri- 
cultural prices than we foresee, average farm incomes in the future can 
keep pace with other incomes only if real output per man-hour in agri- 
culture increases at least as fast as in other industries. We see no reason 
why that should not be the case so long as policies are avoided that would 
prevent sub-marginal land from being withdrawn from agriculture and 
sub-marginal producers from leaving the industry. Certainly the induce- 
ments for continuing innovation will be strong. Domestic demand will 
justify the introduction of many technological changes to raise biological 
yields, which will incidentally raise output per man-hour as well; and 
competition for scarce manpower will maintain the pressure on many farm- 
ers to apply more labour-saving devices. Field operations will be still 
further mechanized. And electric power will be increasingly used to run 
motors that will lighten the task of tending livestock. Nevertheless, we 
doubt whether livestock production can ever be so highly mechanized 
as the production of crops. It is for that reason that, although we have — 
estimated that output per man-hour in agriculture will increase at an 
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average annual rate of 3 per cent until 1970, we think the rate may 
drop to 2.5 per cent in the following ten years, when livestock production 
will be becoming dominant throughout Canadian agriculture. It would be 
consistent with these productivity estimates for the labour force in agri- 
culture to fall from 817,000 in 1955 to 735,000 in 1980.* 


The slower rate of mechanization that we anticipate, particularly in 
the latter part of the period under consideration, when linked with the 
rising demand for livestock and livestock products, will tend to retard 
the decline in the number of farms in Canada. Since 1941 it has been 
dropping steadily as a result of the consolidation of some farms, parti- 
cularly in the West, to make them large enough to reap the full economic 
advantages of mechanization, and the abandonment of others, particu- 
larly in the East, many of which were found to be either too small, too steep, 
or too stony for mechanized production. The trend toward fewer farms 
will continue. One reason is that the mechanization of field operations in 
Canadian agriculture is not yet complete. Another is that the mechanical 
revolution that has already occurred has left in its wake the need for 
further adjustments in farm organization. But the trend will be counter- 
acted, particularly after 1965, by the need to increase output and intensify 
land use. For these reasons, we anticipate that the number of farms in 
Canada, which totalled 623,000 in 1951, may decline to 570,000 by 1965 
and to 540,000 by 1980. This degree of reorganization, when considered 
together with our expectations concerning occupied acreage, would produce 
farms of an average size of 306 acres in 1965 and 326 acres in 1980, 
compared with an average size of 279 acres in 1951.** There will be 
fewer farms and they will be larger in size. But the overwhelming 
majority of them, we expect, will still be family farms, owned and oper- 
ated on a family, rather than a corporate, basis. Such farms have proved 
efficient in the past and in spite of all the changes that we anticipate for 
Canadian agriculture, we see no reason to think that they will not serve 
Canadian needs well in the future. 


Agricultural Policy 


When you take down an almanac from a nail in the kitchen, the inform- 
ation you find in it may be as precise and reliable as the time at which 
the sun will rise on the third Sunday in March, or as nebulous as a prog- 
nostication of the weather at harvest time. Since what we have tried to 


* We are aware that this numerical estimate of the labour force in agriculture, which is 
taken from the study prepared for us on Output, Labour and Capital in the Canadian 
Economy, (p. 309), does not tally exactly with the estimate presented on page 101 of the 
study prepared for us on Progress and Prospects of Canadian Agriculture. This is one case 
where we have not thought it necessary, or perhaps even entirely desirable, to iron out a 
minor discrepancy between the various estimates that have been made for us. 


** Returns of the 1956 census show that by that year the number of farms had dropped to 
575,000 and the average size of farms had risen to 302 acres. 
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say about future agricultural prospects in this chapter may occasionally 
be regarded as a kind of almanac for Canadian farming, we are anxious 
that it should not be misinterpreted or misused. A few readers may perhaps 
be so misguided as to take our statistical forecasts for gospel. Others 
may think so little of them as to make what we would regard as the opposite 
mistake and write them off as little better than old wives’ tales. Forget 
figures, then, for the moment; and let us try to set out in very broad and 
simple strokes the main characteristics of the future that we foresee for 
Canadian agriculture over the next twenty-five years. In the first place, we 
think that in this country as well as in other industrialized countries in the 
Western world, there will be a latent tendency toward the over-production 
of agricultural commodities. We cannot see that external demand will be 
very lively over the next twenty-five years. Domestic demand, on the other 
hand, will rise fairly steadily and will determine the growth and changing 
structure of Canadian agriculture. The demand for livestock and livestock 
products will be greater than for any other farm commodities. There will 
be little development of new land. Unless unforeseen events arise to con- 
tradict the basic assumptions on which our whole inquiry rests, we think 
that a future for Canadian agriculture of that general kind is much more 
likely than any other. 


Our views on policy issues, in any case, are rooted in that perspective. 
We would doubt the wisdom of large-scale programmes to extend the 
geographical limits of agricultural settlement. We would be hard to 
convince that Canadian agriculture as a whole is likely to benefit from 
the investment of large amounts of capital in monumental irrigation 
schemes. We would be skeptical of any immigration programme to 
bring agricultural workers to Canada which did not show itself fully 
aware that the agricultural labour force is declining and that the welfare 
of those left in agriculture depends in large measure on that process not 
being impeded. We would have questions to ask about the indefinite con- 
tinuance of government payments to agriculture which would, either directly 
or indirectly, have the effect of perpetuating uneconomic farming enter- 
prises. Finally, we would warn against any and every measure that might 
stimulate the tendency toward over-production and, in consequence, de- 
press average incomes of Canadian farmers. 


Those admonitions are all negative in character. But we do not mean 
to suggest that there are not many positive things that governments can, 
and should, do in this as well as in other sectors of the economy. The 
operations of the market and of the price mechanism will indicate many 
of the shifts and adjustments that will be required; and we have no doubt 
that Canadian farmers by and large can be relied on to respond 
effectively. This will be particularly true, in our opinion, over the next 
decade when the required increase in output and the shifts in production 
will not be very large. Governments, however, will have a role to play in 
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hastening and facilitating changes that would in any case be brought about 
by economic forces, and in tempering the winds of change so that indi- 
vidual farmers do not feel too fleeced and forgotten. There will thus be 
need for government assistance in agriculture over the next twenty-five 
years; but the assistance will probably take different forms than in the past. 


It would be an anachronism to expect governments to continue to 
act in a way that was appropriate to the primitive, heroic age of Canadian 
agriculture, when great new areas of farm land were being opened to 
settlement and when great population movements were taking place. That 
period came to an end more than a quarter of a century ago, although 
the fact was long masked from view by drought, depression, and war. 
But if government measures to bring new agricultural land under culti- 
vation and to settle new farming communities are no longer needed, there 
are many adjustments to be made in which governments have an impor- 
tant part to play. In some parts of the country, more lasting treaties have 
still to be negotiated with the physical environment and everywhere the 
process continues of adjusting agricultural production and organization 
to changing economic circumstances. 


The droughts of the °30’s proved that large tracts of land in the 
Prairies were not permanently suitable for raising crops; and under the 
terms of the Prairie Farm Rehabilitation Act, measures were taken in 
co-operation with the provinces to move many farmers from these areas 
and settle them elsewhere, to sow the prairies once again with grass, to 
organize community pastures and to help farmers and municipalities cons- 
truct small-scale irrigation systems. This work has been highly successful 
and approaches completion. We would suggest, however, that it might be 
supplemented by action to relocate farmers who in some parts of the 
Prairies have had consistently poor crops and who have received pay- 
ments year after year under the Prairie Farm Assistance Act. A limit 
might well be set, in our opinion, to the number of years over which farm- 
ers might receive such payments; and farmers who have had a succession 
of bad years might instead be given financial assistance to move elsewhere. 
As is well known, there has been much discussion of the probable cost 
and value of altering the physical environment of some parts of the Prai- 
ries through large-scale irrigation schemes. We have not felt obliged to 
assess such projects in detail. Insofar as they are designed to augment 
existing sources of hydro-electric power, we can see that at some point 
they may be needed. We can also appreciate that the large investment 
involved would clearly benefit the particular areas in question. Insofar 
as such projects, however, are intended as a form of assistance to Can- 
adian agriculture, we doubt whether they are likely to prove their worth 
for many years to come. They would certainly provide a useful insurance 
against some of the worst effects of drought by supplying pasture and 
fodder that would enable herds to be maintained. We wonder, however, 
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whether the coverage of such insurance might not be greatly widened by 
proceeding with smaller and more scattered irrigation schemes. We can 
also see that more irrigable land would help to meet the demand for live- 
stock products and special cash crops that will be much greater twenty-five 
years from now than it is at present. We would suggest, however, that such 
large and costly schemes should not be implemented until there is a 
prospect within a measurable number of years of sufficient demand develop- 
ing for these agricultural commodities to persuade farmers to take the 
trouble, and make the additional private investment, that would in many 
cases be required to produce them. Otherwise there would be little effect 
on agriculture from the large outlay of public funds, since most of the 
farmers in the areas concerned would simply go on growing wheat as they 
are doing at present; or, alternatively, if the water for irrigation were made 
available at artificially low prices in order to induce farmers to use the land 
in the ways contemplated by the schemes, the result might well be over- 
production of the products appropriate to irrigated land. 


By and large, though, the task of bringing farming and the physical 
environment into harmony has been accomplished on the prairies and 
the problems that still remain are marginal. That is not true of other 
parts of the country. Driving along the highways in Nova Scotia, for 
example, we noticed the forest reasserting itself in many places, with 
seedlings one or two feet high forcing their way through the pasture. 
In many cases that verdict no doubt should be accepted and the land 
used for the purposes of forestry rather than for agriculture. Without 
land-use surveys, however, it is difficult to know where the land should 
be used in much the same way as it is at present, where farming will con- 
tinue to be unprofitable until larger farms can be created, and where 
the best solution for the farmer would be a combination of some land in 
agriculture and some land in a farm woodlot. 


It was for that reason that we drew attention in our Preliminary Report 
to the need for preparing reliable land-use surveys. We were pleased 
to see that this suggestion won influential support and that a committee 
of the Senate has since been established to consider this problem. We 
feel sure that when land-use surveys have been made, it will be found 
that if average incomes of those engaged in agriculture in many parts of 
the country are to be raised, holdings will have to be enlarged and some 
farmers encouraged to take up other occupations. We suggest that wherever 
the people and government in a province are interested in co-operating 
in such a plan, the Federal Government should assist in working out a 
better system of land use, including the provision of credit facilities to 
finance the consolidation of holdings and the provision of assistance, finan- 
cial and otherwise, to people who may wish to be relocated and re- 
established in other industries. Such a programme would be applicable . 
to any area where it seemed desirable and where the provincial government 
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was prepared to co-operate. But we think it might be of particular advan- 
tage to the Maritime Provinces where the problems of subsistence agri- 
culture are particularly acute. In any appraisal of the best land-use in 
this area, we suggest that attention be directed toward increasing the 
forest potential as a means of increasing the incomes of farming people 
in the Maritimes. 


Adjustment of farm organization and farm production to changing 
economic circumstances, including changing technology, will also, in our 
opinion, call in some instances for rather more generous credit arrange- 
ments than are now available. Too easy credit can aggravate farm pro- 
blems by inducing an expansion in output that would lead to lower prices. 
Scarcity of credit, on the other hand, can prevent a desirable rise in 
agricultural productivity by perpetuating antiquated types of farm orga- 
nization. As the mechanization of Canadian farms continues, some farm- 
ers in all parts of the country will need more medium-term capital to 
enable them to buy machinery and equipment, and more long-term capital 
to enable them to enlarge their holdings, while the rise in demand for 
meat will mean that more capital will also be needed for the purchase 
of livestock. As the result of these cumulative developments, the capital 
value of farm businesses will be rising on the average; and there will be 
difficulty in transferring them from one owner to another — in many 
cases it will be from father to son — unless somewhat more generous 
credit arrangements are available. So long as farm incomes are relatively 
low and irregular, it is important that fixed annual payments on mortgages 
and other forms of indebtedness be no larger than is necessary. Appropriate 
rates of interest will vary from time to time, but annual payments can be 
reduced by extending the number of years over which the principal will 
be repaid. Since the long-range prospects for farm income and for the 
ability of farmers to service loans would seem to be favourable, we think 
that farm credit agencies might appropriately extend the period of repay- 
ment up to 40 years for long-term loans and up to five or six years 
for medium-term loans. Extension of credit on somewhat easier terms is 
one way by which the adjustment of Canadian farming to changing 
economic conditions can be facilitated. Another way is by altering the 
emphasis of research programmes. In view of the heavy demand that is 
anticipated for beef and other livestock products, it would seem sensible 
for research programmes to stress the improvement of beef cattle, feeding 
for beef production, production of forage crops, and the carrying capacity 
of grasslands. 


The problems we have been discussing may be called production pro- 
blems in that they involve changes in both the level of total output 
and in its commodity composition. But most of them will attract public 
attention not so much because of interest in production goals or even 
production shifts as because of concern over average farm incomes. This 
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concern is parallel to concern over the levels of employment in other 
sectors of the economy. It has grown as agriculture has become increasingly 
commercial and moved more and more to a cash basis. Although agri- 
cultural output will be a declining proportion of total output over the 
next two or three decades, and the labour force in agriculture will be 
declining in both relative and absolute terms, the level of average farm 
incomes will continue to figure largely in public discussion in Canada 
for a long time to come for the reason, as we have mentioned earlier, that 
farm incomes both fluctuate more than others from year to year and also 
tend to lag behind others in the long run. That is still true, although a 
considerable improvement on both counts is to be discerned over the 
period from 1939 to 1955. During those years variability in farm incomes 
was damped down by strong overseas demand and by steadily rising domes- 
tic demand which had the effect of stabilizing farm prices. Over the same 
period there was also a relative improvement in average farm incomes 
compared with others. This was because technological change was rapidly 
increasing output per man-hour in Canadian agriculture and the movement 
of labour off the farms was being encouraged by prosperity in other sectors 
of the economy. It must also be acknowledged, however, that important 
contributions toward improving the relative position of farm incomes in 
these two respects were also made by government action to support farm 
prices and to give statutory backing to producer marketing boards. It is 
these instruments of agricultural policy that we must now consider. 


Because of the exceptionally wide fluctuations in farm prices and 
the dominant influence they exert on farm incomes, we think there is 
ample justification for farm prices being supported by governments. As 
experience in the United States has shown, however, agricultural price 
support schemes can very easily lead to rampant over-production, which 
can be corrected — if at all — only by direct and drastic controls on 
production. That is a sequence of agricultural developments that we in 
Canada should avoid like the plague. In this matter the beginning of wis- 
dom is to realize that the proper purpose of price support programmes is 
analagous to the purpose of unemployment assistance: their purpose should 
be to prevent distress on the farms. But if that is the beginning of wisdom, 
it is not its end; for it will always be a nice calculation to set the support 
level for a particular commodity high enough to prevent distress 
and yet low enough to avoid over-production. This is an undertaking of 
such importance and delicacy that, in our opinion, it should be entrusted 
to a board of full-time members who would be relieved of other duties so 
that they could concentrate on anticipating the occurrence of emergency 
conditions and on determining the effects of particular prices on production 
and incomes. In addition to recommending the level at which the prices 
of particular farm commodities might be supported from time to time, 
such a board might be left free to recommend also how this should be done. 
In general, two possible methods are available: the Government can either 
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purchase agricultural commodities when the prices fall below the stated 
support level, or it can allow farmers to dispose of their products at the 
prevailing market prices even though these may be below the support level, 
and then make up the difference with deficiency payments. The latter 
procedure would avoid the difficulties in which the Government would 
otherwise be involved in selling, storing, and disposing of surplus commo- 
dities. It would also have the advantage of letting the producer see the 
return that his products would bring him in a free market; and this know- 
ledge might be expected to lead to a more realistic pattern of production. 
In our opinion, however, it is not possible to say that deficiency payments 
in all circumstances are to be preferred to direct price supports; and an 
advisory judgment on this point, as well as on the level of support, might 
well be sought in each particular case from the board. Finally, we are 
convinced that neither the Government nor the board in administering 
the price support programme should be bound by any automatic formulae. 


Our view of the causes of low and variable farm incomes leads us to 
believe that producer marketing boards can, in principle, prove useful 
instruments contributing to orderly marketing, greater stability of farm 
incomes, and improvement in the relative position of farm incomes, with- 
out exploitation of the consumer. However, we recognize that organized 
marketing boards possess no magic which will unfailingly convert the hopes 
and aspirations of producers into reality. Agriculture, as we have already 
tried to describe it, is a complex industry. The practical problems of effective 
organization and operation of marketing boards, and the extent of the 
gains to be expected from the rationalization of marketing processes, differ 
considerably from product to product. The proponents of marketing boards 
point out that other groups in the community, including both labour and 
industry, are organized on a large scale, and that it will be increasingly 
necessary for farmers to organize in a similar way. While some farmers, 
and others as well, may object to the compulsory feature of these boards 
— without which they would soon become ineffective — the future growth 
of the co-operative movement and of compulsory marketing boards based 
on the will of the majority seems highly probable. This we concede; but we 
would counsel a cautious approach, a process of gradual building, proceed- 
ing first in those situations which offer the greatest prospect of permanent 
achievement, each addition designed by skilled and experienced architects 
intent on particular needs and problems. 


There remains the special case of wheat marketing. Wheat is such an 
essential foodstuff that, in most countries of the world, governments take 
a close interest in its production and distribution. They bonus domestic 
production. They subsidize exports. They limit imports by the use of tariffs 
and quotas. In many parts of the world, moreover, the demand for wheat 
is highly inelastic; and this complicates the problem of selling. Wheat 
growing is also particularly open to hazards of the weather, so that yields 
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may vary phenomenally from year to year. For all these reasons, it is quite 
proper that the marketing of Canadian wheat should be regarded as a 
special case requiring special arrangements. During our public hearings, 
we were impressed by the wide support expressed by Prairie producers for 
the method under which the wheat and coarse grains grown on the prairies 
are marketed by the Canadian Wheat Board. We believe that this general 
method should be continued. 


Nevertheless, we doubt whether the procedures followed by the Wheat 
Board are fully adequate to deal with a situation in which one bumper 
crop succeeds another year after year, and in which there are substantial 
surpluses elsewhere in the world. In our Preliminary Report we proposed 
certain procedures to be put into effect in the event of such circumstances 
persisting. Our proposal involved giving producers advance information on 
the total quantity of wheat which the Board would anticipate accepting for 
delivery during the crop year, and guaranteeing minimum receipts to 
individual farmers based on this estimated quantity. It was assumed that 
under conditions of persistent surpluses, the judgment of the Board on 
probable deliveries would be helpful to farmers in planning their production 
programmes; and that, in times when the ability of the Board to accept 
deliveries was acknowledged to be limited, some producers would find 
more attractive alternatives. At the same time it was proposed that wheat 
producers would be assured of minimum receipts even if the Board found 
it impossible — or because of differences in grades, inexpedient — to 
accept deliveries from individual farmers. This feature of the plan implied 
payment for wheat held on the farm. In all other respects the procedures 
envisaged have been employed by the Wheat Board at one time or another. 
The proposal set out in our Preliminary Report is a matter of public record 
and can be referred to, if need be, whenever there is a conjunction of full 
elevators, large crops, and strong competition from other suppliers of wheat, 
so that the income of Prairie wheat farmers would be very low unless the 
procedures presently followed by the Wheat Board were supplemented in 
some way. 


We realize, of course, that it is impossible to say how frequent 
bumper crops are likely to be, or when world surpluses of wheat are 
likely to be replaced by world shortages. Our view of the probable 
relation of world supply and demand over the next two of three decades 
and of probable Canadian wheat sales is not so pessimistic as to lead us to 
suggest that there should be a permanent reduction in the acreage sown to 
wheat on the Canadian prairies. On the other hand, we are aware that it 
can be argued that, since the turn of the century, there has been a tendency 
throughout the world toward the over-production of wheat.?* We are also 
aware that comparatively recent changes in wheat growing on the Canadian 
prairies may be producing crops that, on the average, are in excess of the 
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amount that can be sold. Much depends on how the figures for yields 
per acre which are shown in Table 8.5 are interpreted. 


Table 8. 5 
CANADIAN WHEAT PRODUCTION, ACREAGE AND YIELD 


(average for five-year periods, 1901-55 ) 


Periods Production Seeded acreage Yields 
(mil. bu.) (thous. acres) (bu. per acre) 
PUOTCOD Vee ee re. ae eee 86.5 4.36 19.8 
L0G AO a Se eee CRA 126.0 7.09 17.8 
DOA ial neti ates ye ast a EE 248.4 11.70 A IPP) 
POLO treet. eee ee ere ak 228.4 16.97 13.5 
AOE SS Petia oer. he ets 366.5 22.08 16.6 
MP hee) rr er se Taior ee 435.3 23.91 18.2 
POSTS eee e, ree ore 320.8 25.53 12.6 
LOSGAOT sae ete eR OsiiOeik: 364.1 26.52 17 
pL ee ae eRe mae oe 378.2 21.40 Liat 
AGU OT se eee he ka a.s 393.9 Pe Dl 13:9 
NE Jolt Rs fo es ae een SSE bea ar we 534.5 24.54 21.8 


Source: For the years 1901-07 data provided by the Dominion Bureau of Statistics from Food Research Institute 
Wheat Studies, Stanford University; for the years 1908-47, D.B.S. Handbook of Agricultural Statistics 
Reference Paper No. 25, Part 1, p. 1; for the years 1948-54, D.B.S. Grain Trade of Canada, 1954-1955, 
p. 9; for the year 1955, D.B.S. Quarterly Bulletin of Agricultural Statistics, January-March, 1956, p. 26. 


There has been exceptionally good growing weather for wheat in every 
year in this decade, with the exception of 1954 and 1957, and that 
has no doubt been more responsible than anything else for the except- 
ionally large crops that have been harvested in Canada. It is also 
possible, however, that technological changes have been operating to 
increase prairie wheat yields. This was suggested to us by witnesses re- 
presenting the Manitoba Federation of Agriculture, the United Grain 
Growers and the Alberta Wheat Pool; and we are not inclined to set their 
opinions aside lightly.2* In any case, such views would seem _ highly 
plausible. Through rapid seeding and rapid harvesting, better use is now 
made of weather conditions. In addition, the use of weed killers and 
pesticides is now widespread. These technological changes may well be 
working to increase the size of the harvest in favourable years and to 
prevent extremely low yields, even in times of drought. The question of 
whether new techniques are increasing prairie wheat yields should perhaps 
be regarded as “not proven”. It may be, for example, that they are merely 
operating to offset the tendency toward declining yields that otherwise 
might now be apparent on the prairies because of reduced soil fertility. 
But, in our opinion, the possibility should be borne in mind that with these 
new techniques of wheat production, there may be a tendency for more 
wheat to be harvested on something like the present acreage in the Prairies 
than can be sold on the average over a term of years. 


If that proves to be the case, there will be even more reason for giving 
careful thought to how supply might best be adjusted to demand should 
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that become necessary. No doubt others may be able to think of a better 
plan than ours for making the adjustment. We would suggest, however, 
that no such plan is likely to prove satisfactory to prairie wheat growers 
unless it contains some provision for providing them with at least a 
minimum income in periods of extreme surplus. Nor is it likely to help 
maximize wheat sales unless, while treating individual producers equitably, 
it yet manages to give the Board latitude to accept delivery of the more 
salable grades of wheat and defer delivery of others. These were among 
the principles incorporated in the proposal we put forward for a sup- 
plementary procedure to be used by the Board in an emergency situation 
of wide and persistent surpluses with bumper crops. Perhaps such a 
situation will never last long enough to necessitate restrictive measures. 
Perhaps the Wheat Board will always be rescued in time by crop failure 
in Canada or elsewhere. But if action to restrict wheat production ever 
does become necessary, we think the principles mentioned above deserve 
consideration by whoever may be responsible for finding the least distaste- 
ful method for adjusting production to effective demand. 
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THE ROLE OF AGRICULTURE in the Canadian economy is more than 
twenty times greater than that played by fishing and fish processing, 
but the 30,000 enterprises which are comprised in the latter industry 
vary no less widely than their farm counterparts in productive techniques, 
size, efficiency, and earnings. Moreover, although they account for less 
than one-half of one per cent of total national output and income, these 
enterprises utilize no fewer than 150 commercial species of fish, from 
the abalone and ale-wife to the wolf-fish and yellowtail; and they process 
and market more than four hundred different products, including staples 
such as salt cod, luxury foods like lobster, and non-food commodities 
ranging from seal skins to cod liver oil. In an industry characterized 
by such variety, averages and aggregates alone must be used with more 
than the usual amount of reserve, for it is not only in the physical sense 
that the fisherman using primitive, inexpensive and manually-operated 
equipment from a one-man dory is not in the same boat as the crewman 
on a 200-ton dragger equipped with the latest electronic navigating and 
fish-finding equipment. Similarly, the productivity and prospects of a share- 
man in the small-boat fisheries of the East Coast with an average income 
of around $250 a season are hardly to be compared with those of an 
Atlantic dragger skipper or a British Columbia salmon fisherman whose 
annual income from fishing may be more than $5,000; and the fish pro- 
cessing done by the fisherman’s family who eke out a few extra dollars 
by laboriously spreading and drying their scanty catch in the sun of New- 
foundland bears little resemblance to that carried out by the well-paid 
workers in a modern, highly-mechanized freezing or canning plant. 


Nor do statistics of employment by themselves reveal the full measure 
of the fishing industry’s importance as a source of livelihood to numerous 
Canadians in places where alternative cash incomes are not readily avail- 
able. It is suggested in the study prepared for us on The Commercial Fish- 
eries of Canada that as many as 75,000 people may take part in commercial 
fishing operations at some time during the year, but to a substantial pro- 
portion of these fishing is not an important source of income;' on the 
other hand, the labour force figures, which show an average of some 
25,000 people engaged in fishing throughout the year, undoubtedly under- 
estimate the number of citizens who are dependent on this activity for a 
major part of their annual earnings. The most meaningful figure, in our 
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view, probably lies in the range of 35,000 to 40,000 persons, to which 
must be added an annual average of some 15,000 Canadians engaged 
in the processing side of the industry. On a regional basis, employment 
in the fisheries varies widely from its national average of just under one 
per cent of the labour force, from a high of about one-sixth of all employ- 
ment in Newfoundland to a low of under one tenth of one per cent of the 
total in Ontario. But even though less than one person in two hundred 
is employed in fishing and fish-processing in each of the five central 
provinces, many individual communities and settlements scattered from 
the St. Lawrence to Great Slave Lake look to the industry as the decisive 
or only source of their livelihood. 


A striking example of the lack of alternative employment opportunities 
normally available to many of those presently engaged in the more 
marginal segments of the fishing industry, and the attraction of those 
opportunities when they do occur, is to be found in a recent government 
publication,? where one of the reasons given for the decrease in the 
catch of the white whale fishery of Hudson Bay in 1955 was that there 
had been a late start in full-scale hunting because most of the Eskimo 
hunters normally dependent on this activity had gone to work for an 
insurance company on the salvage of a large plane forced down on the 
ice the previous winter! In contrast, the highly commercial salmon industry 
of British Columbia is constantly faced with vigorous competition for 
labour from other industries, and wages and working conditions have 
had to be kept at levels broadly competitive with those of other occupations, 
as evidenced by the fact that in 1954 the income of all salmon fishermen 
from all sources in that province was $3,056, or $1 less than that 
of the average earnings of all paid workers in the Canadian labour force. 


Perhaps the clearest view of the future of this diverse industry 
may be obtained by focussing on the prospects for the main products of 
each of the regional fisheries —- on the Pacific Coast, on the Atlantic, 
and in the freshwater lakes. But any forecasts we make can be not 
much more precise than those of the fisherman estimating his day’s catch 
before he sets sail in the morning; our guess, like his, may prove wide 
of the mark long before sundown. We will, however, try our luck first 
in the Pacific Ocean and set our nets for the salmon fishery, which repre- 
sents just over two-thirds of the value of the region’s fish landings and a 
slightly higher proportion of their value when marketed by fishermen and 
fish processors to wholesale, retail or export outlets. Both the primary and 
processing sides of the salmon industry produce a uniform, high-value 
product which lends itself readily to highly mechanized mass-production 
methods -— the capital investment in an average primary enter- 
prise on the West Coast is more than five times as high as in the 
Atlantic region, while 83 per cent of the output of the British Columbia 
processing industry comes from plants with sales of over one million 
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dollars annually. The industry has been able to concentrate in the larger 
centres to take advantage of the full economies of large-volume operations 
both because the salmon runs are well defined geographically (some 20 
million salmon annually head for the Fraser River system alone) and 
because refrigerated packing boats have reduced the importance of dis- 
tance. The whole West Coast industry is in fact in a strong position to face 
the future, being with few exceptions relatively well-integrated, efficient 
and productive; with less than one-sixth of total Canadian employment in 
the fisheries it now produces over one-third of the industry’s output. We 
do not expect this regional fishery to have any great difficulty in meeting 
its future capital requirements in view of the fact that recent expenditures 
for larger boats, modern equipment, and new machinery have been run- 
ning at a rate not very different from the $6 million to $7 million annually 
that we foresee for the future. The Pacific industry will, we believe, also 
continue to be successful in meeting its labour needs by raising productivity 
and wages, and its labour force will probably decline slightly further in 
absolute terms. 


The salmon population will not of course expand automatically to 
meet future requirements. Further study will be needed on the spawning 
and migratory habits of the species as well as on the control of predators 
and of stream pollution — a particularly important question in view of 
the increasing effects on British Columbia rivers of logging acti- 
vities, industrialization and the spread of urban settlement. We have 
assumed, for the purposes of the forecasts which follow, that research 
will be successful in devising techniques which will permit salmon stocks 
to be maintained and exploited concurrently with any power develop- 
ments that may take place. The international efforts that have been made 
to conserve and manage fish stocks must also be continued, for although 
much has already been accomplished, we will never be in a position to 
be careless about the supply of this important resource. It is estimated 
that with improved utilization, knowledge, and techniques, the Pacific 
salmon stock might support an increase of over 100 per cent in the total 
salmon catch. The market for salmon in 1980, as for fish as a whole, will 
be closely related to North American population growth. Three-quarters 
of the catch is now canned and of this about two-thirds goes to the 
domestic market, a proportion which it is conservatively estimated will 
be maintained in the future. United States sales may account for 10 
per cent of the pack by 1980 — considerably more if there should happen 
to be any worthwhile lowering of the present tariff on canned salmon. 
Export markets overseas, which used to take well over half of the total 
pack, may continue to be subject to some currency and trade restric- 
tions, although a relative expansion in this market may be foreseen. The 
increase in sales of fresh and frozen salmon should be considerably 
greater — exports to the United States, where the tariff on these items 
is not a significant obstacle to trade and where domestic deficiencies will 
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probably increase, may rise by more than 75 per cent, while an even faster 
growth will occur in Canada itself. 


The growth of the other Pacific fisheries cannot be forecast with any 
great degree of precision. The future of the herring fishery, which now 
accounts for about 10 per cent of the regional total and in which the 
catch is largely processed into fish meal and oil, will depend in large 
measure on scientific discoveries about the size and habits of the stock 
and on the development of markets; an increase of from one-third to 
one-half is well within the realm of possibility. The prospects for ex- 
pansion of the halibut fishery, which accounts for another 10 per cent 
of the total, are also in large measure tied to the supply of the raw 
fish that will be available; at the present time the highly specialized 
halibut fishing boats are restricted to a quota which in many cases limits 
fishing to only a few weeks of the year. While conservation measures 
have undoubtedly contributed to the recovery of the halibut stock from 
its low levels of three decades ago, other factors influencing the supply 
of this fish make it difficult to predict a very substantial increase in the 
catch by 1980. About three-quarters of the Pacific halibut is marketed 
in fresh and frozen form in the United States over a comparatively low 
tariff while the rest is almost entirely consumed in Canada; no problem 
of markets is foreseen for this fish over the longer run. Sales of other 
Pacific sea products including groundfish, crab, clams and anchovies, 
should be capable of rapid expansion, though not in all cases without 
better merchandising and selling techniques. 


Now let us try another ocean and see whether we can get a draft of 
what the future may have in store for the Atlantic fisheries, which accounted 
for just over half of the $90 million to $95 million at which all Can- 
adian fish landings were valued in 1954 and 1955. However, on the basis 
of weight the region’s share of the national catch of two billion pounds 
annually is nearly two-thirds — the Atlantic species are typically of lower 
price than those found on the West Coast or in inland waters. A balanced 
assessment of the future of the regional industry must take this into 
account, together with the fact, indicated in some of the figures given 
earlier, that the average income and productivity of the Atlantic fisherman 
is well below the national average. But before we look at prospective 
productivity trends, we first must try to assess the outlook for demand 
and for the resource supply. Rising incomes and the desire for variety 
in the diet suggest a favourable future for the higher-priced species like 
salmon, scallops, oysters, swordfish and tuna, which together account 
for about one-tenth of the value of regional landings. The market pros- 
pects for lobster, which represents just under one-third of the Atlantic 
regional total and a considerably higher proportion in the Maritime Pro- 
vinces, are also extremely good; however, if the stock is to continue to be ~ 
managed on a sustained yield basis it is doubtful if the catch can be 
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substantially increased. The fortunes of the herring and sardine industries, 
as on the West Coast, will be largely dependent on improvements in the 
method of locating and catching herring; if a stable and increased catch is 
obtained these industries could greatly expand their sales of consumer 
products. 


Practically the entire balance of production from the Atlantic fisheries, 
half of the total, comes from the groundfish species, of which cod accounts 
for two-thirds; these resources, with the possible exception of the fairly 
heavily exploited haddock and halibut stocks, are likely to be more 
than adequate to support the catch required to meet foreseeable demand. 
The most important source of demand will continue to be export markets, 
which now absorb about two-thirds of the output of Atlantic groundfish; 
this proportion is about the same as that applying to exports of all 
Canadian fish products in recent years. However, a sharp distinction must 
be made between the export outlook for fresh and frozen Atlantic 
groundfish and for the same fish in salted and dried form. Exports of 
the latter products are, of course, still important — in 1955 some 60 
per cent of cod production was salted, mainly for sale abroad — but foreign 
sales have fallen over the years to less than half their volume of four 
decades ago. We expect these exports to go on declining from their 
present level of 125 million pounds to about 100 million pounds in 
1980, with relative prices continuing to show an unfavourable trend. In 
the once important Mediterranean market, exchange restrictions and 
the encouragement of domestic fishing fleets will cause sales to drop still 
further, while exports to the United States, mainly for boneless production, 
are also likely to fall because of rising processing costs in this American 
industry. On the other hand, Brazilian markets, which have been almost 
entirely closed to our producers because of currency difficulties could 
conceivably be an important source of demand. The main market, how- 
ever, will be the Caribbean area; sales may increase to 90 million pounds 
from the present 55 million as population grows, even though per capita 
consumption of salt fish will probably fall as rising incomes and expand- 
ing industrialization permit an increase in the consumption of more 
expensive meat, agricultural, and fish products. 


An additional factor limiting the expansion of the Canadian salt 
fish industry, in the absence of unforeseen technological advance, may be 
the shortages of manpower and capital resulting from the expansion of 
more productive branches of Atlantic fishing. Consumption of fresh and 
frozen groundfish is expected to continue to increase rapidly as impro- 
vements in refrigeration and processing methods make them more appe- 
tizing and convenient to use. The growth of markets for these products 
will be closely related to rising incomes and population in North America, 
and sales overseas will continue to be relatively unimportant. United States 
consumption of groundfish fillets, the principal form in which fresh and 
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frozen Atlantic fish is exported, may very nearly double, and even on the 
somewhat pessimistic assumption that Canada will not maintain its present 
75 per cent share of total American imports, sales to this market should rise 
by four-fifths. This estimate is based on the assumption that United States 
tariffs on packages and block fillets, presently equivalent to about 13 per cent 
ad valorem, will not be increased as has frequently been proposed by the 
United States industry. On the other hand, any great expansion in the 
per capita consumption of fish sticks would probably increase the total 
American market for our groundfish, despite the fact that these products 
are to a large extent substitutes in the eyes of consumers for the fillets 
from which they are made. Although some people are optimistic about the 
growth of the market for fish sticks if packaging and quality can be impro- 
ved, Canadian processors will not be able to serve this market directly 
unless the United States tariff is considerably reduced. Domestic consump- 
tion of fresh and frozen Atlantic groundfish should more than double 
over the next twenty-five years, as should the production of fish meal from 
Atlantic species for use as a high-protein feed in agriculture. In summary, 
we expect the catch of Atlantic groundfish may be nearly twice as large 
in 1980 as it is today, although because of over-capacity in some sections 
of fish-processing, there will not be a parallel increase in that industry. 


These estimates of future production from the Atlantic fishery will 
not, however, be realized without a very substantial increase in producti- 
vity — the net value of production of the average Atlantic fisherman 
is about one-sixth that of the typical member of the Ontario labour force 
and just one-third that of the average worker in the Atlantic region itself.® 
The productivity differential in the processing side of the industry, if less 
unfavourable, is also very substantial. We are, however, hopeful that a 
significant increase in efficiency and output will take place, not only because 
there is a substantial backlog of unused technology to be applied but 
because of recent achievements in the industry. Outlays for bigger and 
faster fishing boats, power equipment of all kinds, and electronic fish- 
finding, navigational and communication devices have been rising rapidly at 
the same time as investment in small boats has been declining to a fraction 
of its level 20 years ago. Increased capital, better techniques, and 
more sea-worthy boats have caused the catch and incomes of fishermen 
to rise very noticeably — more days can be spent at sea, new fishing 
grounds reached, and uncertainty and hardship considerably reduced; the 
catch of a fisherman on a modern well-equipped deep-sea dragger, which 
represents an investment of up to $15,000 per employee, is very much 
greater than that of the inshore fisherman with perhaps $500 worth of 
equipment who, even if the elements are kind, can rarely expect the 
season to last more than six weeks.* In processing, output per man has 
also been increased as larger and more mechanized plants have been 
built to use new filleting, freezing and storage techniques. 
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The main factors underlying this rising productivity in the Atlantic 
fishery will undoubtedly work with more force and wider effect in the 
years ahead: research and education will increase the ability and deter- 
mination of wider segments of the industry to deal with their difficulties; 
the relatively favourable market for fresh and frozen fish will continue to 
encourage the development of more modern processing operations; and 
the possibility of more acute labour shortages in the industry will further 
diminish the opposition to bigger boats and more productive equipment 
which has often impeded progress in the past. As the amount of new 
capital required to modernize the regional fishery will be considerably 
more than has been invested in recent years, it remains to be seen whether 
the industry will be able to raise and apply these sums without an extension 
of the present framework of federal and provincial government assistance. 
In any event, inflows of capital will undoubtedly be matched by an outflow 
of labour of perhaps 20 per cent to 25 per cent over the period, although the 
combined effect of a higher catch and lower employment will mean much 
larger incomes for those who remain. 


However, the greatest part of the long-run decline in employment 
in this fishery has in fact already occurred; since 1947 the number of 
fishermen in Newfoundland alone has fallen by over 40 per cent to about 
one-third of its level 40 years ago, while in the whole Atlantic region 
the decline has been well over 20 per cent. Moreover, growing incomes 
and education, better communications, and improved employment oppor- 
tunities should combine to ensure that future labour mobility is higher 
than it has been in the past. Some spots of stagnation will of course remain, 
and some small secluded communities will survive in which fishermen will 
have to be prepared to supplement their earnings in other seasons in 
occupations like farming or logging. In general, however, we believe that 
modern boats and improved refrigeration both ashore and at sea will lead 
to more centralization of population in towns capable of supporting an 
integrated fishing operation based on a large specialized processing plant. 
This trend will continue not only because of the dwindling importance of 
fishermen and processors being located in scattered settlements near the 
fish supply, but because the people living in such isolated localities are 
increasingly aware of the growing number of alternative employment oppor- 
tunities and are anxious to move to places where social and cultural acti- 
vities are greater. 


Low productivity, under-employment, and lack of alternative oppor- 
tunities also characterize segments of the freshwater fisheries, which 
supply about one-tenth of total Canadian marketings. The factors operating 
in other sectors of the fishery will undoubtedly bring about further signi- 
ficant increases in efficiency here as well, but a few pockets of poverty 
and inefficiency will continue to be found, particularly in the North. The 
main demand for fresh or frozen pickerel, whitefish, lake trout, and other 


187 


188 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


freshwater species in the next twenty-five years will still come from the United 
States, although Canadian demand is also expected to grow very quickly. 
However, because most of our 260,000 square miles of inland waters are 
subject to the competing claims of industry and recreation, it is unlikely 
that the fish stocks can support an increase in the catch of much over 50 
per cent on a sustained yield basis, even with intensified activity in more 
remote regions; this, together with rapidly rising demand, suggests a 
considerable rise in relative prices. Sport fishing activity, which yields a 
catch equal to one-quarter of the inland total and which is indulged in by 
one of every ten Canadians, will probably grow pari passu with population, 
but the catch per angler will almost certainly fall. 


In summary, we expect the weight of all Canadian fish landings in 
1980 to increase by some 60 per cent; because of a shift in demand to 
the more valuable species and highly-processed products, marketed values 
should gain even faster. Despite this growth, over-all fish consumption in 
North America will still account for less than 10 per cent of that of meat, 


poultry, and eggs, largely because competing farm products on this conti- 


nent will continue to be relatively favourably priced. Both fishing and 
processing will use more capital per man, and are likely to require a 
total gross investment of at least $300 million over the next quarter 
century. Concurrently, new methods and machinery will cause employ- 
ment to fall, individual incomes to rise, and seasonal variations to be 
reduced. Exports may diminish slightly in importance as Canadian popu- 
Jation and per capita consumption grow, although sales to the United 
States, mainly in the form of fresh and frozen products, are expected to 
account for a rising proportion of exports and may continue to absorb 
over half of domestic production. Because our fisheries generally should be 
able to maintain their competitive advantage, imports are likely to remain 
complementary to Canadian output for the most part. Underlying all 
these developments will be the combined influences of education, scien- 
tific discovery, and the existence of higher-paying occupations elsewhere, 
which together will cause the Canadian fishing industry to become much 
more commercial, specialized and productive. We do not believe it is in the 
industry’s interest to resist this trend. 


Rather than try to emulate the restrictive trading behaviour of other 
countries, we hope that Canada will take every opportunity to 
remove or reduce barriers to international trade in fish and to expand 
commercial markets overseas. It may, however, be necessary for Canada 
to re-examine its doctrine of territorial waters to remove certain anomalies 
and inconsistencies. This would raise many complex problems of treaty 
and international law, but at present government regulations which forbid 
Canadian trawlers of over 65 feet in length from fishing within 12 miles 
of the mainland on the East Coast, can only be enforced against foreign 
vessels within the three-mile territorial limit. 


FISHERIES 


Domestic policies should be constructive — designed to ease inevitable 
changes, rather than to impede them and make them more prolonged 
and painful. Efforts should therefore continue to be devoted to such 
activities as biological and technological research, education, and inspection 
services, for these programmes, when wisely conceived and executed, have 
done much to raise the efficiency and quality of fishing and fish processing. 
Similarly, soundly based federal and provincial loan schemes, which have 
in the past provided productive capital to both sides of the industry, can 
probably play a useful role, while continued Canadian collaboration in inter- 
national efforts to conserve or increase fish stocks will be essential. 
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IN AN EARLIER chapter we suggested that Canadian economic history, 
until quite recent times, could be seen in its essence in terms of a series 
of relatively few staple commodities for export, coming forward in sequence 
to supply the central thrust to our economic development. Fishing, the fur 
trade, then forestry — initially for the shipment of large timbers to Britain 
— were the headwaters of the stream of Canadian growth. Later the 
stream was joined by agricultural products, specifically the rushing current 
of wheat which flowed to world markets; then came the industrial materials, 
of which lumber and newsprint were among the first. The process continues, 
with great tributary inflows of aluminum, the non-ferrous metals, oil and 
iron ore, but now the main stream of development itself has become broad 
and seems to have an impetus of its own. We see it now as more than 
just the sum of these individual parts. Forest products appear two or three 
times in this sequence. In 1868 such products made up about 40 per cent 
of our commodity exports, while throughout the 1926-55 period, excluding 
the War years, the proportion varied from a quarter to a third. Currently, 
three forest products, newsprint, lumber and wood pulp are among our 
first ten export items, with newsprint heading the list. 


The forest industries comprise many different items which are prod- 
uced and marketed in diverse ways. Within the group are production units 
which are among the smallest as well as among the largest in the economy, 
such as the small farm woodlot at one extreme and the giants of the pulp 
and paper industry at the other. Output ranges from elementary wood 
procurement to relatively high stages of processing and fabrication. Markets 
for the individual firms producing wood products vary in size from the 
small local rural production and sale of rough lumber to world-wide 
distribution of newsprint. 


For Canada, neither the over-all importance nor the diversity of con- 
ditions in the forestry industries should be surprising. Lumber in one form 
or another has been used in the building of structures and the manufacture 
of furniture and equipment from earliest times; despite the emergence 
of steel and other materials, lumber continues to be an attractive commo- 
dity to use in many activities. Forests are unevenly distributed over the 
globe, and Canada has been fortunate to have some of the finest stands 
of timber found anywhere; thus Canada has long been an exporter of | 
lumber to world markets. 


FORESTRY 


The growth of newspapers as a medium of mass communication and 
advertising and the inventions which made newsprint relatively cheap 
brought forth a quite phenomenal increase in the world demand for news- 
print during the last 50 years, though one for which the rate of growth 
has gradually diminished. The increase in consumption was particularly 
rapid in the United States. More recently the adaptation of paper to 
packaging and the increased use of paper as a building material have 
accounted for a phenomenal growth in the consumption of other pulp pro- 
ducts. Indeed much more of the world consumption of wood pulp is 
accounted for by coarse and fine papers, and paperboard nowadays than 
by newsprint. The availability of large accessible softwood forests in Can- 
ada; proximity to the United States market and comparatively cheap sea- 
borne transportation to overseas markets; and the availability of large- 
scale resources of hydro-electricity; these have given Canada a strong compe- 
titive position in pulp products. Newsprint is Canada’s biggest export, and 
it flows to many parts of the world. Restrictions in other countries against 
the importation of highly manufactured pulp products other than newsprint 
and wood pulp, have limited Canadian participation in the large and rapidly 
expanded foreign consumption of coarse and fine papers and paperboard. 
As establishments engaged in the manufacture of pulp products must be 
large in size to be efficient and as the finished product can bear higher 
transportation costs per unit of weight or bulk than lumber, there are fewer 
firms and larger-scale enterprises in the pulp and paper industry than in 
other forestry industries. 


Canada’s forest endowment has indeed been generous. Over 40 per 
cent of our land area is covered by trees and more than half of this is 
now capable of producing merchantable timber. Over 10 per cent of 
the world’s output of wood logged for industrial purposes comes from 
Canada’s forests; as a world source of industrial wood we now rank third, 
the United States accounting for about 30 per cent and the Soviet Union 
for about 25 per cent of world output.1 As we consume a smaller pro- 


portion of our output than do these other areas, Canada accounts for | 


between 30 per cent and 40 per cent of world exports of wood products. 


It would be wrong, of course, to suggest that the mere existence of 
large forest areas in combination with a limited domestic market serves 
to account for our important contribution to world forest product require- 
ments. Clearly, many factors play a part. Ample availability of the com- 
plementary resources — water and power — was essential. So was the 
supply of capital and the close proximity to the large and rapidly growing 
United States market. So also was research by supporting industries and 
by governments and universities. South America, which possesses large 
forest resources, has not become a major producer or exporter of industrial 
wood products because of the absence of some of these other factors.” 
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The pattern of development of Canada’s forest industries over the 
past several decades is summarized in Table 10.1. This shows that the 
output of the forest industries has grown more rapidly than the average 
of all economic activities in Canada during the past three decades, prima- 
rily because of the rapid growth of the pulp and paper industry. Is this 
growth likely to continue over the next twenty-five years? We believe that 
there can and will be a considerable increase in the absolute levels of prod- 
uction of the forest products industries, but that the growth may be somewhat 
slower relatively than it has been in the past. The reasons for this con- 
clusion emerge most easily from a consideration of the various segments 
of the industry group. The discussion which follows is based on the 
study prepared for us on The Outlook for the Canadian Forest Industries.* 


The Lumber Industry 


We shall begin with the lumber or sawmilling inaustry, one of Can- 
ada’s oldest manufacturing operations but still one of its largest. In output, 
sawmilling still ranks within the leading ten manufacturing industries; in 
employment it rivals the pulp and paper industry. It is an industry made up 
of more than 8,000 mills, many of which are very small, but some of which 
are extremely large, as shown in Table 10.2. Sawmilling is an activity 
carried on in every province, but the large integrated operations are con- 
centrated in British Columbia. 


Table 10.2 
SAWMILLS CLASSIFIED BY SIZE OF ANNUAL 
PRODUCTION, 1953 
Size class Number Percentage Percentage 
production in m.f.b.m. of mills of number _ of production 
Under DOW tase thes Seat Seka Maca 4,197 52.8 4. 
gM pugier:|) .) LI) Ra ei Aire Seam 1,516 19.1 5.9 
DOO SIMIOD OS ee Nts Sh alas cette abe 934 bint 9.0 
LO CUP 2 eR Ie ieee eer pa On L112 14.0 31.9 
DIOL IED Ale we es «ote eee 141 1.8 Loo 
ES DO00F1 9 999s Fees Gee ttc ed ee 19 2 4.5 
ey Oe aTnOV EI ate ctecc ac io ccs Maca 36 4 29.0 
SUOREOUA oy nosy ca tetaip iets cues 7,955 100.0 100.0 
DBURCIAICY Miitisr Sumac. atl ekiastice ore 239 
TotalS.it et ees. Slee as. 8,194 


Note: It is estimated that there were, in 1953, more than 1,000 additional small mills which did not report their 
production. 


a Thousands of feetboard measure per year. 


Source: The Outlook for the Canadian Forest Industries, 1957, a study prepared by the Commission’s forestry 
study group, Chap. 4, Table 10, p. 31. 


Transportation costs are of critical importance in determining the 
location of lumber mills and the market areas which they serve. The costs 
of transporting trees as such or as large logs are high, unless a water 
network can be used to float logs to a mill as in British Columbia; thus 
milling will only be economical in much of Canada when it is carried on 
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in close proximity to the trees. The finished product, lumber, is itself bulky 
and of low unit value and therefore expensive to transport. Thus timber 
resources which are not outstanding in a physical sense but which are 
close to markets will be exploited. The markets themselves are spread 
out geographically; every little hamlet and every farm requires lumber 
from time to time. Isolated pockets of timber resources and dispersed 
markets for lumber explain the large number of small local establishments 
in the industry. 


There are important exceptions to this localized structure of the lumber 
industry. Limited resources of timber of lumber quality and the popu- 
lation and industrial concentrations in Ontario and Quebec make these 
provinces lumber “deficit” areas which “import” wood from both the 
West and the East. The Prairies also are importers. There is therefore 
some long-distance movement of lumber within Canada. On the West 
Coast the huge logs can be transported cheaply by water and the industry 
there has evolved toward large mills located on tidewater on the south 
mainland coast or on Vancouver Island closer to the domestic and export 
markets they serve. These iarge mills also make integration feasible: there 
is a sufficient quantity of mill waste to justify by-product operations or the 
sale — and sometimes export — of what would otherwise be waste 
material. And this fuller use or sale of the raw logs itself helps support 
the large-scale operation. In the East, integration is much less common 
and where it does occur, the production of lumber is likely to be the 
subsidiary operation. The required scale of operations is achieved in pulp 
and paper manufacture and, in effect, the pulp mill sometimes becomes a 
collection point for the raw materials of a lumbering operation. 


In general, we would not expect the structure of this industry to 
change much in years to come: because of the factors mentioned, the 
typical mill will probably remain small. There is little prospect that the 
industry as a whole will be able to achieve production economies asso- 
ciated with an increasing scale of mill operations. Scope for use of auto- 
matic techniques appears to be limited and productivity gains are likely 
to be small. 


There has been a long-run increase in the relative price of lumber, 
compared with other structural materials. This is partly because of the 
limited increase in productivity in the lumbering industry, compared with 
other industries; in turn the limited increase in productivity reflects the 
technical difficulties of applying capital-intensive mass-production tech- 
niques and the small scale of many of the mill operations. In order to 
retain labour, the lumbering industries must nevertheless match increases 
in wage rates in alternative occupations. Insofar as lumber prices will be 
influenced by these factors in the future, it appears likely that the relative 
price of lumber will continue to increase compared with other products. 
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These prospects regarding costs do not apply to the same extent to 
lumber operations on the West Coast. There the larger scale of operations 
provides more scope for mechanization designed to raise productivity; 
this along with the use of wastes from lumbering in the manufacture of 
other products, can offset, at least partly, the rising trend of lumbering 
costs. These mills — and the larger eastern ones as well — should expand 
production relative to the industry as a whole. However, even for these 
mills productivity gains are unlikely to match those in such competing 
industries as iron and steel and aluminum (although the pulp and paper 
side of the West Coast forest product operations partly offsets this situ- 
ation). Here we return to the basic characteristics of sawmilling and its 
raw material. The simplicity of the manufacturing process itself limits 
the scope for production economies. It was this simplicity which gave 
lumber an early start as a low-cost industrial raw material but the ad- 
vance of technology in other fields has tended to reduce this initial 
advantage and is likely to continue to do so. Secondly, sawlogs, the 
raw material, are not uniform. There will be variations of species, size 
and quality; and varied defects such as knots, rot, pitch and stain. Lumber 
is produced in a wide range of sizes and grades. Sawlogs must be 
examined, graded and routed; and so must sawn timber on its way to 
further processing. Automatic handling and control techniques cannot 
readily be applied to these tasks. 


In summary, we conclude that lumber prices will rise relatively in the 
future, or what is the same thing, that supply will respond to expanding 
demand at rising costs, thus inhibiting the expansion of the quantity de- 
manded. In these circumstances, by how much will lumber needs increase? 
The answer will depend on the long-term price elasticities of demand and 
supply. There are four main uses for the output of sawmills: in construction, 
principally residential; in the manufacture of such things as furniture 
and toys; in the crating and packaging fields; and in a special use, railway 
ties. Taken together, these uses cover a broad range of economic activities, 
many of which will increase rapidly with general economic expansion. 
But what role may lumber attain in these various activities in the future? 
Lumber has lost ground to competing materials over the past quarter 
century as is shown in Table 10.3. This has been largely due to changes 
in the prices for lumber and for such other materials respectively, but other 
factors have also been important. In many uses competing materials seem 
far superior. And the complexity, precision and scale of modern industrial 
requirements have rendered lumber unsuitable in some former applica- 
tions. Non-uniformity, inflammability and poor weathering qualities are 
obvious disadvantages and they have been heightened by progress in 
competing materials. 


But there are also bright sides to the prospects for this industry. 
If some of the advantages which lumber enjoyed have narrowed or dis- 
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Table 10.3 
PERCENTAGE INCREASES FOR LUMBER 
ECONOMIC ACTIVITY AND COMPETING MATERIALS 
(annual averages 1926-30 versus 1950-54) 


1926-30 1950-54 Per cent 
increase 


Apparent consumption of lumber in Canada — 


pn FO 0h a card eres aces ia ae cee ee 2,483 3,555 43.2 
G.N.P.—millions of constant 1949 dollars........ 8,453 19,086 125.8 
Value of new construction expenditures — 

millions of 1949 constant dollars. ............ 1,279 2555 99.8 
Domestic consumption of portland cement — 

thousand barrels aside os AB eee ses eee 10,430 21,636 107.4 
Value of production of structural materials — 

thousands of constant 1949 dollars........... 63,244 140,420 122.0 
Exports of lumber from Canada—amillion f.b.m.... 1,988 S51 78.9 


SourcE: Based on data presented by the Forestry Branch, Department of Northern Affairs and Natural Resources 
and on the revised Gross National Product figures in Wm. C. Hood and Anthony Scott, Output, Labour 
and Capital in the Canadian Economy, 1957, a study for the Commission. 


appeared, there are some it retains: natural beauty, easy workability, good 
“strength for weight” properties, all are inherent. There have been a num- 
ber of technical developments such as lamination and bonding which 
adapt lumber to modern needs; treatments have been developed which 
improve the resistance of wood to weather and fire. 


In recent years, about 30 per cent of Canadian lumber output has 
gone to the United States and something under 10 per cent to the United 
Kingdom. Many of the same considerations as we have just discussed 
apply in these important markets but from the studies which were pre- 
pared for us, and from other studies,* we judge that export volume should 
hold up well. For the Canadian industry in its international setting, good 
quality and availability of resources are important assets; relative to foreign 
lumber sources, its competitive position is strong. 


In the continuing contest for position as an industrial material, lumber 
has its own advantages; the past records indicate a continued growth in 
lumber consumption with growing population. For example, since the 
1920’s, the basic trend in annual per capita lumber consumption in Can- 
ada has been essentially constant: it was 252 board feet in 1926-30 and 
248 board feet in 1950-54. We expect the going to be a little harder in 
the years ahead. Because of more intense competitive pressure from other 
materials and the prospect of rising “real” lumber prices, the domestic 
per capita use of lumber might fall by as much as 10 per cent by 1980. 
If so, this would mean aggregate Canadian requirements of 5.8 billion 
board feet, as against an average of 3.7 billion board feet for the 1952-54 — 
period. Similar trends seem in prospect for exports and, in all, we foresee 
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perhaps a 60 per cent expansion of output by 1980. At that time, produc- 
tion might therefore reach almost 12 billion board feet. 


Pulp and Paper 


When we turn to pulp and paper, the largest of the forest industries, 
we find an industry which contrasts in many ways with sawmilling. Though 
its origins can be traced back almost 150 years, most of its growth has 
occurred in this century. The mills of the Canadian industry are typically 
large scale and number only about 130 in all. Commonly, plant and equip- 
ment for one such mill represents an investment exceeding $50 million; 
a single newsprint machine might cost $8 million. Like sawmilling, how- 
ever, pulp and paper is heavily committed in export markets: out of total 
production valued at nearly $1.3 billion in 1955,° exports totalled almost 
$1 billion. The main lines of the industry’s product structure can be sum- 
marized as follows: 


Table 10.4 
PULP AND PAPER PRODUCTION AND EXPORTS, 1955 


Production Exports 


SEAMENS OSE Sia Ol RSE eats Per cent 

1955—millions of dollars exports 
INGWSOlINths foc ete ee LPR pea monn ae 688 666 96.8 
Nagketpul py. tee Ne eee Sh 297 297 100.0 
Othermapenisrades..ci syn eo os Cee 293 28 9.6 
AOL 2 PULA pene tie oe tat ae 1,278 991 ie: 


a See following text. 


Source: The Outlook for the Canadian Forest Industries, 1957, a study prepared by the Commission’s forestry 
study group; and Dominion Bureau of Statistics, The Pulp and Paper Industry 1955, Table E, p. H-12 


Not all of the market pulp manufactured in Canada is exported — 
as is shown above — but in order to avoid a double count in the output 
of the industry, we have excluded the relatively small amount, valued at 
about $20 million, which was sold to Canadian mills. The predominance 
of newsprint and the importance of newsprint exports are the striking 
features of the table. This is truly a large-scale enterprise: Canadian mills 
account for almost one-half of world newsprint production of some 13 
million tons; they account for almost four-fifths of the newsprint which 
moves in world trade and they supply roughly three-quarters of United 
States needs, now running at nearly seven million tons annually. 


The production of newsprint might be described as follows: the raw 
material, pulpwood, enters the mill to be ground, or chipped and cooked, 
combined with water, conveyed to the paper machine where the water 
is removed by pressing and drying, then cut to width and rolled ready 
for shipment. There is, of course, rather more to the process than this, but 
one is impressed nevertheless by its clean and uncomplicated nature. Faced 
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by a bank of four paper machines, each about 300 feet long and rolling 
out a 20-foot width of newsprint at perhaps 20 miles per hour, one gets 
unmistakably the notion of efficiency and simplicity. It is a simplicity 
which in some respects is the envy of those producing other grades of pulp 
products. Currently, the Canadian pulp and paper industry annually 
produces 6.5 million tons of a single, essentially uniform commodity, 
standard newsprint paper. In the other segments of the industry there 
are hundreds of distinctly different grades of paper and paperboard. For 
these grades, production runs are short, punctuated by washdowns of 
machines and changes in the pulp mixture as required by the new speci- 
fications. The difference between the two segments is largely dictated by 
the markets they serve; as indicated in Table 10.4, producers of the so- 
called other paper grades sell 90 per cent of their output in Canada, being 
confined to the domestic market mainly by the effect of foreign tariffs. 


During our hearings we inquired into the competitive position in world 
markets for Canadian production of fine and coarse papers and paperboard 
because such products appear to be well adapted to Canada’s resources. 
But Canadian exports of such commodities are restricted by foreign tariffs. 
Because of this, the Canadian producers of fine and coarse papers and 
paperboard claimed they need tariff protection in return. This is not a 
matter of comparative efficiency. The domestic market is too small to 
yield the economies which come with specialization, while competing 
American mills supplying the large — and protected — United States 
market are in a position to specialize. We were informed that Canadian 
mills could probably hold their own in competition if they enjoyed free 
and equal access to the North American market and were assured that 
such an arrangement would be permanent. But free access to the United 
States market does not seem to be a likely prospect. 


The past record of growth and the prospects for production of various 
classes of pulp and paper products are summarized in Table 10.5. 


In the past the Canadian output of other paper grades has expanded 
more rapidly than newsprint, mainly reflecting the rapid growth in con- 
sumption of fine and coarse papers and paperboard in Canada. 


What is the basis of the projections set out in Table 10.5? Consider 
newsprint first. In 1956 about 5.25 million tons, or 80 per cent of our 
output was shipped to the United States. By 1980 shipments to that 
country might reach about 7.6 million tons, but this would represent a 
gain of only about 45 per cent. There are two reasons for this rather 
modest forecast of growth. First, the use of newsprint in the United States 
is already at a very high level; the American newspaper industry, which 
accounts for perhaps 90 per cent of the consumption, is healthy but it is 
past the first blush of youth. In advertising, it must compete against other _ 
giant media — magazines, radio and television; in circulation, it must 
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Table 10.5 


PULP AND PAPER OUTPUT TRENDS BY MAIN GRADES 
ANNUAL AVERAGES 1926-30 AND 1950-54; 
PROJECTED 1980 


(thousands of tons) 


Per cent Per cent 
1926-30 1950-54 increase 1980 increase 
INGEWSDEINUI 2 ted bwkics Saw owe Dis22 5,669 147 12,500 120 
Other paper grades 407.5 sacs sos 420 1,584 257 4,107 159 
Market pulp 
TS OMS Pe ccestreaak oe keiee «cae 868 2,032 134 4,880 140 
Non-paper pulp usedin Canada nua. 48 — 165 244 
IR OTACCS Morr te oe ne ac HE tes « — 9,333 — 21652 131 
G.N.P. in millions of (1949) 
CONSE ANC Bash out No ois cure ook 8,453 19,086 1 V2) 61,800 223 


Source: Prepared from data in The Outlook for the Canadian Forest Industries, 1957, a study prepared by the 
poe paslonies Jere study group. See Table 59, p. 140; Table 60, p. 142; Table 98, p. 250; and 
able 99, p. 


compete against these same media; and the newspaper’s claim for readers’ 
time is limited by alternative claimants as diverse as the automobile, the 
golf course and the home workshop. In these circumstances, newspapers 
will do well to hold their present place and the forecasts prepared for us 
anticipate only a minor increase in per capita consumption of newsprint. 
Compared to 1956 United States newsprint use per person is expected 
to increase by slightly less than 12 per cent by 1980, and aggregate use by 
52 per cent. The latter is a larger gain than is expected for Canadian 
exports to the United States. The difference lies in a probable relative 
increase in United States supply of newsprint from domestic sources, and 
this is the second critical point in the forecasts. In 1950, American con- 
sumers obtained 17 per cent of their newsprint supply from home mills; 
in 1956, 22 per cent. In tonnage, the increase from domestic sources 
amounted to over 600,000 tons per annum. We are told that there are 
several reasons for this. A technological advance is one: it is only quite 
recently that newsprint of satisfactory quality could be made from southern 
pine. The first mill in the Southern United States began operations in 1940, 
but some 700,000 tons of annual capacity have been added there since 
the War. Still more recently a new mill began operations in the Northeastern 
United States using a new process to produce newsprint from hardwoods. 
Assistance in the form of special depreciation provisions figured in most 
of these increases. Another factor has been the industrial growth in the 
South, which opened up new plant locations and which, through popula- 
tion growth, has brought a burgeoning regional market for local production. 


Having the requisite technology, resources and market, a develop- 
ment of this kind is inevitable and it is felt that it will continue for a 
time, until the effects of rapid increase in the costs of labour and wood 
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narrow or eliminate the advantages of the recent past. The opinion of 
the Canadian industry is that by 1960 the effects of the special tax 
assistance should be at an end and that this, along with expected trends 
of costs in the South, should restore the competitive position of Canadian 
mills. Beyond 1960, the proportion of expanding United States needs that 
will be supplied from Canada is expected to be stable, at about 75 per 
cent. Implicit in this projection is the assumption that Canadian mills 
can compete effectively with new domestic United States production in 
regions other than the South. There is a possibility of increasing production 
of newsprint based on hardwoods in the Northeastern United States but the 
technology which makes this feasible is also available to mills in Canada. 
The future of our forest industries is sensitive to the external competitive 
situation;® thus, special importance is attached to the need for competitive 
efficiency in our domestic mills if their market share is in fact to be main- 
tained. 


This point applies equally to newsprint exports overseas, though the 
prospective growth in demand is greater than in the United States and 
newsprint resources are more limited overseas. Excluding Canada and 
the United States, world newsprint requirements might rise by almost 9 
million tons by 1980, equivalent to almost a 150 per cent gain over 1955 
levels. Production in the same geographical area — which we shall desig- 
nate simply as “Overseas” —- might increase by only about 5.4 million 
tons, suggesting that North American exports to overseas areas must rise 
by 3.2 million tons to close the gap. In 1955 these exports totalled just 
under one million tons. Overseas import requirements from Canada alone 
might reach 3.8 million tons by 1980, against 725,000 tons in 1955. This 
is a very large gain but the overseas demand potential is also large. Some 
sense of the magnitudes involved can be gained from per capita figures: 
in Canada, the per capita use of newsprint is now 60 pounds annually; the 
average level for the overseas countries as a whole is five pounds. If the 
suggested trends are realized, the average level abroad would by 1980 be 
brought to a level of just eight pounds of newsprint per person. This modest 
level of newsprint consumption together with the expected growth in popu- 
lation imply phenomenal increases in demand for newsprint. It might be 
added that requirements here in Canada are expected to roughly double 
with increasing population, and may rise to about 72 pounds in per capita 
consumption. 


The third major segment of the pulp and paper industry is market 
pulp, a term which itself requires clarification. In 1955 the Canadian in- 
dustry produced just over 10 million tons of wood pulp, exporting about 
2.4 million tons and utilizing the balance for further conversion in domestic 
paper and paperboard mills. The exports represent direct sales of pulp 
to convertors abroad. Projected sales of such products were prepared for 
us, and are reproduced here in Table 10.5. The other item under the 
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market pulp heading — non-paper pulp used in Canada — refers to what 
is technically known as “dissolving and special Alpha grades” of pulp, 
used in the manufacture of such things as rayon, plastics and explosives. 
As has been mentioned, we have not treated separately the relatively small 
volume of paper pulps marketed in Canada. The trend of sales for these 
pulps is included in the projections for paper and paperboard. 


Many of the observations and comments on newsprint are applicable 
to pulp exports. Production of both in Canada is typically large scale 
and efficient; both are heavily dependent on the export trade and move 
in a free trade environment. For each the principal market is in the United 
States; the largest other external sales are to the United Kingdom. Market 
pulp is certainly not less sensitive than newsprint to the myriad forces 
which push and pull at the pattern of our trade. One recent study of the 
United States pulp and paper outlook’ foresaw virtually a doubling of 
pulp production in that country to almost 40 million tons annually over 
the next quarter century. If this projection is adopted, the indications are 
that our exports to the United States will also about double — to 3.7 
million tons. Though Canadian mills are the major, and sometimes the 
sole, source of supply in individual instances, their position in the aggre- 
gate is thus not large in relation to total United States needs. 


In overseas markets, the two elements — a huge demand potential 
and relatively limited resources —- encourage the prospects for growth 
in Canadian exports of wood pulp. An expansion in the order of 700,000 
tons, or 140 per cent, is contemplated. In its submission to us, however, 
the Canadian Pulp and Paper Association suggested that a much larger 
expansion could conceivably .occur.? The Association pointed out that 
it would be in line with recent estimates prepared by the Food and Agri- 
culture Organization (F.A.O.) and the Organization for European Eco- 
nomic Co-operation (O.E.E.C.) for European paper consumption to reach 
20 million tons by 1980 while prospective pulp supply might total just over 
14 million tons. Part of this deficit will be made up in the form of paper 
imports but an increase of about 600,000 tons in pulp imports from 
Canada has been included in our projections. But, while not included 
in its forecasts, the Association suggested that additional market pulp 
imports in the order of two million tons might be needed if the 20-million- 
ton level of European consumption is to be reached. 


Thus, for both newsprint and market pulp an important contribution 
to the expansion prospects for Canadian output is expected to come from 
the growth of overseas requirements. Obviously, however, these require- 
ments must become effective; that is, they must be backed by the ability 
to buy in this country. We indicated in Chapter 4 that world trade will 
continue to feel the hampering effects of restrictive commercial policy 
and monetary restraints, but it may well be that our exports of industrial 
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materials will be much less limited by such restraints than our exports 
of highly manufactured goods. 


Other Forest Industries 


We propose to comment only briefly on the various sub-industries 
which remain. They are listed along with estimates of current production 
and projected output in Table 10.6. For these commodities, the prospects 
run the whole range from absolute declines in output to rates of growth 
which are among the fastest in the entire forestry group. However, they 
account for a relatively small part of total wood use: in 1954, collectively 
they took only 20 per cent; individually, none took more than 10 per 
cent. 


Table 10.6 


CURRENT2 ANNUAL PRODUCTION AND PROJECTED 
1980 OUTPUT OF OTHER FOREST PRODUCTS 


Per cent 

Current@ _ Est. 1980 change 
Shingles </OOO Squares. £.5.. sata. te as ae ee 2,774() 2,774 — 
Plywood — MAsQe i 2/4: tle oe ee eee 762(1i) 2,420 208 
Insulation board — m.'sd.tt:-4h sce ee ee ee 268 (ii) 600 124 
Hard board —m. sq. ft 67s eer eee 147(ii) 490 206 
Veneers: == misq tte 1/10 G8 oo". eee een eee 484 (ii) 819 70 
Pulpwood exports:000:cordsa+: « Saree eee 2,233(i) 1,750 — 22 
Fuelwood O00 ‘COrdSs+. mest aer er. olen. cee 5,300(iii) 2,500 — 53 
Other, productsP’n cuits ce ce eee eee ee 75(iii) 80 d 


a “‘Current”’ refers to (i) 1950-54 average; 
(ii) 1952-54 average; 
(iii) 1954 
b Poles, piling, fence posts and rails, round mining timber, distillation wood and hewn ties. 


Source: The Outlook for the Canadian Forest Industries, 1957, a study prepared by the Commission’s forestry 
study group, Chap. 4. 


The decline in production of fuelwood is, of course, not surprising. 
Studies of prospective fuel requirements prepared for us anticipate a 
marked substitution for wood by competing fuels and energy sources: in 
general the latter offer greater convenience and cleanliness, and will in 
future be more widely distributed among consumers. By 1950 the prod- 
uction of fuelwood from farm wood lots — the main source — was only 
half of the rate in 1940. 


For pulpwood exports, the long-term future trend will reflect the 
resolution of two major forces: on the one hand continued demand from 
abroad for such products but, conversely, growing domestic requirements 
for pulpwood associated with the expansion of pulp and paper output. 
Moreover, Ontario, New Brunswick and British Columbia are the prin- 
cipal sources for present exports of pulpwood; the first two of these 
provinces already have statutory measures that restrict the export of 
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wood in raw form. The volume of pulpwood exports tends to swing widely 
from year to year; much of it goes to meet incremental needs and it is 
therefore subject to the pull of peak demands at home and abroad. The 
average level of pulpwood exports is expected to be about 25 per cent 
less by 1980 than in recent years. 


The plywoods, composition boards and veneers might be regarded as 
latter-day offshoots of sawmilling; they are that industry’s answer to modern 
industrial demands for uniformity and convenience in use or installation. 
The use of such products has grown extremely rapidly in recent years; 
Canadian consumption of plywood and building boards rose by over 50 
per cent between 1949 and 1954. We do not expect this pace to be main- 
tained. The rapid increase in output of these products was partly the lusty 
growth from infancy of these industries; partly, it reflects the unusual vigour 
of Canadian construction activity in recent years and, partly, an emergence 
of “do-it-yourself” activities. The short record of experience makes it diffi- 
cult to gauge the future demand for these commodities. We would feel, 
however, while accepting the forecasts made for us, that they might well 
prove to be conservative. It will be noticed, incidentally, that the estimates 
for expansion in output of hardwood, plywoods and veneers are relatively 
moderate. This stems from a rather serious resource supply problem. 
Travelling through many of the forested areas of Eastern Canada, one sees 
repeatedly the defoliated limbs and trunks of yellow birches interspersed 
through the stands. This is the effect of the birch dieback, which has severe- 
ly afflicted Canadian yellow birch trees during the past two or three decades. 
While precise knowledge of the extent of the damage is not available, 
many hold the belief that this will be a serious limiting factor to increased 
production of birch plywood in the years ahead. 


The Supply Situation 


Does Canada possess the forests capable of meeting the projected in- 
creases in output of wood products? The requirements of wood to meet 
the various projected productions of forest products have been estimated 
for us, and are found in Table 10.7. 


Based on these estimates, to meet the 1980 requirements of the wood- 
using industries the annual cut of wood will have to be 58 per cent larger 
than it was in 1954. These estimates include a sizable allowance for in- 
creased use of mill leftovers — waste material — in the production of 
pulp and paper. We are told that at the projected level of lumber, ply- 
wood and veneer output, as much as six million to eight million cords 
of usable material would result as waste. About half of this, it is assumed, 
might be economically available to pulp and paper production and as 
a source of fuelwood. 


Data contained in The Outlook for the Canadian Forest Industries 
showed the apparent adequacy of the forest resources to meet these de- 
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Table 10.7 
ANNUAL WOOD REQUIREMENTS — 1954 AND 1980 
(estimated) 
Equivalent in 
millions of 
cubic feet of 
Quantities merchantable timber 
1954 1980 1954 1980 
Pulp and paper requirements 
OOUCOrds et aero earner ego ars 13,677 28,000 
of which? -Pulpwoods tio) S.. aaen eae 12,982 25,000 1,100 220 
Miulldettoverts Jee... 28s. 695 3,000 
Lumber and other sawn products: 

Tt Dan ees oc tiec ee ean eee Aaah, 11,400 1,400 2,220 
Softwood plywood & veneer m.f.b.m...... 239 700 40 130 
Hardwood plywood & veneer m.f.b.m..... 93 150 20 30 
Pulpwood exports 000 rough cords....... 1,861 750 160 150 
Fuelwood: 

Roundwood—000 .................28. 3,918 2,000 310 160 

Mill leftovers—O000 cords............. 1,300 500 
Miscellaneous products 
Producet*in Canada eae veneer eee 50 SD 
Exports of misc. 

Roundwood sec Gee iete Balan 25 25 
TLOtal Whe PEs tes et eae 3,105 4,890 


Source: The Outlook for the Canadian Forest Industries, 1957, a study prepared by the Commission’s forestry 
study group, Table 62, p. 151. 


mands. In terms of national aggregates it was shown, for example, that 
the 1954 wood cut was equivalent to 61 per cent of the “possible cut” — 
that is, gross annual growth — of softwoods, and equivalent to only 19 
per cent for hardwoods. For all species the total cut of 3.1 billion cubic feet 
was just under 50 per cent of the possible cut. The total drain on our 
forests was somewhat more than this. Estimated fire losses have averaged 
some 183 million cubic feet in recent years; however, this estimate is 
known to be incomplete since it includes mainly the areas now under pro- 
tection; actual losses might have been twice as great. From the Forest 
Biology Division of the Federal Department of Agriculture the Commission 
was given a figure of 900 million cubic feet of wood as being the estimated 
annual loss due to disease and insects. Together these losses added about 
a third to utilization and brought the total drain to about two-thirds of 
the possible cut. 


From these estimates it is evident that, had we been able to use the 
full possible cut — to achieve the theoretical ideal of “complete utilization” 
— demands upon our forests twice as great as those experienced could 
have been met without impairment to the forest capital. Allowing for 
losses due to fire, disease and insects, the actual cut could have been ~ 
increased by 50 per cent, compared with anticipated increases in annual — 
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wood requirements by 1980 of 58 per cent. However, looking ahead 
twenty-five years, other factors affecting the wood supply situation can be 
taken into account. With more extensive fire protection and intensified control 
of insects and diseases, forest losses might be halved; improved manage- 
ment practices can be expected to increase yields considerably. In addition, 
there exists on presently inaccessible forest lands a reserve of timber 
which could potentially yield an annual crop about one-third as large 
as the possible cut from presently accessible areas. These relationships 
are drawn together in Table 10.8 which sets forth one possible pattern 
of growth and use of wood by 1980. It is apparent from these estimates 
that in the purely physical sense Canadian forest resources are more than 
adequate to meet the expansion of wood requirements. 


We must emphasize here, however, the nature and magnitude of the 
resources we have been considering. They are spread over thousands upon 
thousands of square miles, much of the territory being remote, much of 
it virgin. Thus, in referring to the possible cut, the term “estimate” is used 
advisedly. Provincial authorities, mostly by sampling techniques, have 
made an inventory of only two-thirds of the commercially productive 
forest area. Considering the areas involved, this is an important achieve- 
ment but much surveying of forest resources remains to be done. Know- 
ledge of the productivity of our forests is fragmentary. The existing esti- 
mates need verification by more intensive surveys and these may fill gaps 
in our information on species, rates of growth, and losses due to fire and 
disease. Though our knowledge of available forests is limited, we believe 
that it is sufficiently accurate to support the conclusion of adequate re- 
sources to meet substantially higher output in the future. But as regards 
species or sizes — yellow birch has been mentioned; Douglas fir and veneer 
logs could be added — the uncertainty of our detailed knowledge consti- 
tutes a qualification. 


The reassuring prospects indicated by the use of aggregates is deceptive 
in other respects. Fire losses can be used in illustration. One might feel 
rather complacent about the fact that losses due to fire represented less 
than 5 per cent of the total drain but the full implications are much more 
serious. As mentioned earlier, the figure covers only reported losses and 
these are most likely to have occurred in the accessible regions. In more 
specific terms: the real loss involved in the destruction by fire of, say, a 
healthy stand of spruce in a good location is far greater than mere statistics 
indicate. Nor is the timber loss the full extent of the damage: there may 
be a loss of wildlife and of recreational value; the control of water run- 
offs may be impaired; and where the burn is serious or repeated, permanent 
damage may be done to the soil. 


We are in full accord with representations made to us stressing the 
importance of efforts at fire protection. These might take several forms, 
spearheaded by sound and sustained public education on the subject. 
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Effective fire control implies many things: active research in methods 
and in the development of equipment; the extension of information; and 
access by increased communication and road facilities. It was suggested 
to us that a new research organization on forest fires be formed under 
the auspices of the various organizations interested in the forest resources 
but independent of governmental agencies. Another suggestion is that 
military personnel might be trained to act as firefighters in cases of emer- 
gency, as is done in some other countries. We wish to stress the desirability 
of co-operation among all interested agencies and authorities. As provided 
for in the Canada Forest Act, the Federal Government can render valuable 
assistance in the field through financial assistance to fire protection pro- 
grammes. The causes of fires — natural and human — being what they 
are, we doubt if the numerical incidence of fires can be drastically reduced 
but we feel that efforts along the lines indicated above could reduce the 
losses by perhaps one-half of the present levels. 


Many of the same comments apply equally to insect and disease infes- 
tations. The actual and potential losses are much greater than is conveyed 
by the single statistic reporting estimated current damage. Vigorous co- 
Operative action on a broad scale is needed; though with much less drama 
than surrounds a forest fire, a major infestation may gradually pervade 
whole regions inflicting epidemic losses to the mature stands, perhaps even 
threatening a particular species of tree with extinction. Regeneration can 
be interrupted or retarded for decades. The spruce budworm damage in 
New Brunswick and Eastern Quebec is an example of the scope of such 
things; happily, it is now also an example of effective co-operative action 
between private industry and all levels of government to bring the menace 
under control. 


We have been discussing the physical aspect of Canada’s resource 
position in forests, pointing out some of the reservations required in inter- 
preting Canada’s forestry prospects. However, in the long run it is the 
economic aspect of our supply position, which will determine how these 
prospects will materialize. For example, we have heard it suggested that 
Canada has a unique wealth of resources in the world wood-fibre economy. 
Such is not the case. Table 10.1, it will be recalled, showed the predomi- 
nance of lumber, newsprint and wood pulp among our forest industries. 
This pattern of development does not fully reflect the structure of world 
demand for wood products: as a case in point the United States uses some 
14 million tons of paperboard annually and about 7 million tons of news- 
print. Virtually all of the former is supplied from domestic resources while 
Canada supplies about 75 per cent of the latter. 


The fact is, of course, that our advantages —- where they exist at all 
— are relative, not absolute. Moreover, they are relative in a situation 
which is constantly changing. Advances in the technology of converting a 
wide range of fibrous materials into paper products are now well known. 
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Over the past 25 years, commercial operations have been started, using 
temperate and tropical hardwoods, bamboo and sugar cane waste, to name 
only a few such materials. 


Other factors affect our advantages. The growth of a market itself 
may justify domestic production at some point. Industrialization may bring 
transportation or power facilities where none existed before. Something 
as simple as the stroke of a pen on a tariff regulation or as complicated as 
the stirrings of nationalism may close a market to our products. All this 
is not to suggest a prospect of peril and uncertainty; as they have in the 
past, our forest industries can take advantage of technical changes. Though 
we might foresee on the one hand a huge demand potential and, on the 
other, conclude that our resources are ample, it might not follow that 
Canada’s forest industries would participate fully in the growth to come. 
We might call the required additional ingredient “competitive efficiency”; 
it will be the result of vigorous fundamental and applied research at all 
levels of operation, from basic studies of plant ecology to analysis of con- 
sumer preference in the marketplace. 


The logical starting point for such research activities is at the source 
of the raw material and comes under the heading of “forest management”. 
Stated most simply, it is the object of such management to increase yields 
in the best and most accessible locations, thus to make possible more 
intensive operations without impairment of — indeed, with improvements 
to — the preferred stands. The advantages are obvious: reduction of the 
onerous transportation costs associated with long hauls and reduction of 
high labour costs associated with high labour turnover and low productivity. 
Year-round logging from permanent campsites or townsites and increased 
mechanization are the means toward these ends. Control and reduction of 
forest losses, already referred to, are also a vital part of the management 
function. Encouragement should be given to tree farming. The farm wood- 
lot generally has the advantages of good location and in addition has a 
ready labour supply in the farmers themselves. We are not yet at the 
stage in Canada where we can say simply, “All our forests should be 
brought under management”. The areas involved are too large and much 
of the area is too remote; the cost burden too high. In order to obtain 
ample returns for the costs involved, intensive management should be 
concentrated on the proximate forest areas; in the more remote areas, the 
emphasis should be on protection with preservation as the primary objective. 


As our country grows and the demands upon its forests increase, the 
problems of economic inaccessibility of remote stands will lessen. To go 
to the Peace River District for pulpwood is as yet uneconomic; to go 
there also for minerals and power may transform the prospects. Techno- 
logy, too, is working to reduce the effects of distance. The truck and tractor 
were the pioneers in mechanization. The power saw followed but we are 
told that it might be on the way to displacement in 15 or 20 years by 
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the use of equipment designed for “whole-tree logging”. This would open 
up a whole new set of possibilities: entire trees would be brought to 
collection points where machines would remove the limbs and _ bark, 
perhaps also performing the preliminary sorting and cutting operations 
on the peeled logs. In what it called “an exercise of the imagination” 
the Canadian Pulp and Paper Association, in its brief, discussed these 
and other revolutionary developments: the use of mobile atomic-power 
reactors and compact high-speed chemical pulping equipment could free 
the mills from dependence on large hydro-electric installations, and permit 
operations to move closer to the forest sources. Perhaps such innovations 
are imaginative but the technical rudiments have already been worked out. 
And in essence, the objectives are simple: to increase productivity and to 
minimize at each stage of the total process the distances over which bulky 
waste materials are transported. 


We should like to be able to add without qualification that these 
problems are being attacked from another direction — through full utiliz- 
ation of the waste. Much has in fact been done in this regard. On the 
West Coast, particularly, there are integrated pulp mills which now sub- 
sist solely on sawmill waste; some of the waste is also converted to other 
commodities for shipment to domestic and export markets. But waste 
does not exist in just those proportions or places which match product 
demand. The bulk and low unit value of slash, limbs or tree tops limits 
the distances over which they can be moved for processing. And, consi- 
dering a higher stage of manufacture, some 50 per cent of the raw material 
is lost in the waste liquor effluent from sulphite pulping. This waste has 
been referred to as “a rich storehouse of chemicals”. Technically, so it 
is; but with present knowledge — and foreign tariffs on imports of che- 
micals — domestic demand imposes modest limits on the extent to which 
the storehouse can yet be tapped. 


Nevertheless, increased utilization of the raw material and greater by- 
product diversification are in the shape of things to come. The benefits 
could be very substantial. To maximize the value realized from a given 
piece of wood is to reduce the share of the cost of the wood which each 
product must bear. The scope for mechanization will probably be increased. 
With diversification often comes greater stability of production, as fluctua- 
tions in the demand for various products may be differently timed. The 
point we would stress, however, is that it is not a matter of waiting until 
demand catches up with potential by-product supply but, rather, of under- 
taking research to develop new uses and new products. 


We seem now to have come full circle, back to market demand. In 
setting forth the prospects as we see them for the forest industries we 
have not come upon evidence of crippling problems, nor did we come 
upon them in the course of our hearings. But neither are the prospects 
for the individual industries uniformly buoyant. Growth rates will vary, 
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some impeded by tariff barriers abroad, some accelerated by the strength 
of foreign demand; for some there will be encroachment from competing 
products, but some will make inroads on the markets for other materials. 
In the aggregate, we do not expect the forest industries fully to match 
the growth of the economy. The forecasts we have used compare with the 
general economic prospects roughly as follows: in 1955 the forestry group 
accounted for over 10 per cent of the output of all commodities and about 
5 per cent of total domestic output of commodities and services com- 
bined; our forecasts would result in 1980 proportions of 8 per cent 
and 4 per cent respectively. Similarly in labour requirements, we expect 
the proportion of total Canadian employment provided by the forest in- 
dustries to fall from just over 5 per cent to just under 4 per cent. Even 
so, the growth which has been projected is substantial enough when one 
considers that such youthful new industries as iron ore and natural gas 
will experience very rapid growth rates which weigh heavily in the over- 
all prospects. But we must add one final qualification. The performance of 
the forest industries, as we have already stressed, will be largely determined 
by their competitive efficiency. 
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MINING AND MINERAL PROCESSING 


MINING AND MINERAL processing constitute a major component of that 
group of activities which for the purposes of this report we have classified 
as the resource and primary manufacturing industries, the others being 
the energy, fishing, and forest industries. Having treated oil and gas 
production and coal mining under the heading of energy, we have used 
the category of mining and mineral processing to include all other Can- 
adian mining operations — for metals like iron, copper or lead, for indus- 
trial minerals like asbestos, gypsum, or potash, and for structural materials 
like cement, lime, or stone. Also included in this category are all the non- 
ferrous metals smelters and refineries which process Canadian or foreign 
ores into semi-finished and primary metals like aluminum, nickel, and zinc 
as well as those manufacturing plants which produce primary manufactures 
such as cement and abrasives. 


Although the mining and mineral processing industry ranks somewhat 
behind the forestry and energy industries in its direct contribution to total 
domestic output, statistics alone do not show the important part it has 
played in recent Canadian economic development. Accounting in 1955 for 
just under 4 per cent of all domestic output and directly employing 
110,000 persons — about 2 per cent of the labour force — the sector’s 
output has grown by some three and one-half times in constant dollars 
since the late 1920’s, while exports in real terms have grown fourfold to 
account for no less than a quarter of all Canadian commodity exports. 
Moreover, the stimulus this increased production has given to investment 
outlays both directly and indirectly through its requirements for new power, 
transport, manufacturing, housing and social capital facilities has been one 
of the main dynamics of our growth throughout the post-war period. 
Indeed, despite the increasing diversity and maturity of the Canadian eco- 
nomy, the high level of demand for our valuable mineral and other re- 
sources has been one of the principal reasons why the rate of our national 
expansion has outpaced that of most of the other economies of the free 
world since 1945. 


Past Growth 


The rise of mining and mineral processing to a significant position in 
the Canadian economy is comparatively recent, although sporadic mining 
activity based on essentially local markets and using elementary extractive 
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operations and primitive processing methods had been carried on since 
the early eighteenth century. In the period from 1875 to 1914 a large 
number of mineral discoveries were made and a number of processing 
operations started — a surprising percentage of the former in connection 
with railway construction and the search for precious metals. This is the 
period in which were made the discovery of asbestos at Thetford Mines, 
of the copper-nickel ores at Sudbury, of the Sullivan silver-lead-zinc mine 
in British Columbia, and of the cobalt, silver, and gold strikes of Ontario; 
the first smelting of aluminum at Shawinigan Falls began in this period also. 
However, prospecting methods were still very elementary and processing 
techniques had not been devised to take full advantage of those discoveries 
that had been made, with the result that mining and associated activities 
are estimated to have contributed less than 1 per cent to Canada’s Gross 
National Product before the First World War. It was only after 1918 that 
mining’s growth began in earnest, stimulated on the one hand by techno- 
logical developments such as the selective flotation process, electrolytic 
refining, and new metallurgical processes and on the other hand by the. 
sharp rise in the world demand for metals and minerals. Canada, with her 
readily accessible supplies of minerals was able to take full advantage of the 
growth in the world demand, which was of course intimately linked to 
rising expenditures on machinery, equipment, and consumer durables, 
particularly in North America. As a result, mining and mineral pro- 
cessing played a leading role in the economic expansion that occurred 
in the 1920’s, doubling its share of national output and increasing its 
share of commodity exports to just under 10 per cent. 


In the depression of the 1930’s, the mining industry received a sharp 
setback, much more in the form of drastic reductions in price than in de- 
creases in the volume of output and employment. (This was not true of 
the cement industry, which underwent a most pronounced decline.) 
However, with the revaluation of the price of gold in 1934 and the increase 
in demand for armaments, the industry as a whole fared better than most 
— real output in mining exceeded its 1929 level by 1934 and had almost 
doubled when the War broke out in 1939. Surprising as it may seem, 
mining production in 1944 and 1945 was considerably lower than in 1939, 
due to a decline in gold production and to general shortages of labour in 
the mines, although activity in the processing end of the industry expanded 
markedly, led by huge increases in the output of aluminum and cement. 


The most significant development for the Canadian mining and pro- 
cessing industry in the last two decades has in fact been the revolutionary 
change in the United States mineral position; from being typically a net 
exporter of mine and mineral products that country is now over all a 
net importer of these materials. This changeover was hastened by the un- 
usually rapid depletion of United States’ reserves that accompanied the 
enormous mineral consumption of wartime, but the deficit increased more 
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or less steadily throughout the post-war period as a result of the growth of 
the American economy. That the rise in North American mineral con- 
sumption was a relatively rapid one was due in large measure to the in- 
creasing proportion of growing consumer incomes devoted to durables like 
automobiles, refrigerators and other appliances. It was also due to increasing 
mechanization and industrialization of all sectors of the Canadian and 
American economies, which in turn led to an increase in the proportion 
of national output devoted to investment in machinery and equipment. In 
addition, increases in construction expenditures of all kinds stimulated the 
production of cement and other structural materials for the domestic mar- 
ket. Much the same trends were Operating in the world’s other industrial 
economies, while the world demand for metals and minerals was further 
increased by the investment and development programmes of the under- 
developed countries of Africa and Asia. Superimposed upon what may 
be called these “normal” civilian requirements were the large-scale defence 
purchases and stockpiling requirements which were a consequence of the 
outbreak of war in Korea in 1950. 


Canada was in a uniquely favourable position to take advantage of 
this post-war surge in the market for metals and minerals. We had an 
already well-established and advanced mining industry, proven mineral 
resources, ample supplies of available or accessible power, and an economy 
capable of supplying the trained manpower and the often complex goods, 
transport facilities and engineering and other services basic to successful 
resource development. Our geographical position, the close corporate or 
other links of many Canadian mining firms with mining and mineral pro- 
cessing companies elsewhere, a favourable tax structure, and a political 
climate conducive to investment were other factors tending especially to 
stimulate our post-war mining development. Moreover, the country had a 
practically untapped geological potential which promised well for future 
discoveries; with the aid of new prospecting techniques like the geiger 
counter and the airborne magnetometer large new ore-bodies like the 
nickel find at Mystery Lake were located. At the same time, new extractive 
and refining processes favoured the exploitation of newly discovered or 
previously-known deposits. All of these factors combined to cause the cur- 
rent value of mining and mineral processing production in Canada to 
more than treble from 1945 to its 1955 total of $1,650 million. Simulta- 
neously, the range of the industry’s production was widened to include 
such important minerals as iron ore, uranium, titanium dioxide, potash, 
sulphur and other minerals; and the geographic basis of the industry was 
further broadened. In addition to expansion at previously existing loca- 
tions, aluminum and asbestos are now produced in northern British Colum- 
bia, nickel in northern Manitoba, and iron ore in Labrador and New Que- 
bec — to cite only a few examples. This process of development has also 
added new depth to the economy by opening up previously remote areas 
through the provision of new transport and power facilities such as those 
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at Sept Iles in Quebec, Mystery Lake in Manitoba and Kemano in British 
Columbia; by providing increased or new markets for manufacturers of 
such products as leaching tanks, chemicals, and mining machinery; and 
finally, by creating new by-products, such as ammonia fertilizers, chemical 
compounds, and even beneficiated iron ore. 


The amount and relative importance of the principal minerals produced 
in Canada in 1955 are illustrated in Table 11.1. 


Table 11.1 
CANADIAN MINERAL PRODUCTION, 1955 


Volume Value Per cent of 
(thousands of short tons ($ million) total value 
unless otherwise stated) 


Metallic mineraisud, nesses as ieee — 15235 74.9 
CODDET Aa sseaien Get Chis Ses ee oh ieee 32 240 14.5 
PARTUM ee eee ens eae ees 584 227a 13.8 
INickel)c3) tea Re ee eee 175 216 13.1 
CHORD Fdcecc tes oeathnen ol pees ae Bae meee eect 4.5 m. troy oz. 157 9.5 
PAA See pe ee Rg Mei es Bel ors 3.5) Ss tH 427 118 dee 
TeonOre: 8 Ae. 0 ee rcs okie nates 14.6 m. long tons 110 6.7 
TAG aoe auisce teas oe abies ck ceseeaee 203 58 ee) 
UraniumyrOxides Stra. tani... tients -- 26 1.6 
Silver 0 Win Ae oe ero es 28 m. troy OZ. 25 5 
PIAtinui, ST OUD ava ck are ob iege ee siecekans — 25 1.4 
ALL Othersis. (At). Pa lanes oe eels tes — 35 2i1 

InduStrialmiimerais. Altes tee os ee — 187 11.3 
Asbestos est sets. cots eee Se ee 1,055 96 5.8 
Salt Tee oe iat sire eae ee Rees 1245 10 0.6 
CY PSR etc eee re ere a eheernels axel e pete 4,668 8 0.5 
Sulphutpisa. Fires ieee Sete Sh 625 6 0.4 
Titan Gioxnide Sanit cee. eres Bod 5 0.3 
Abrasives, crude and artificial....... —- 42 25 
All othersse:. cece eee koe cee — 20 12 

Structural anaterials venice ee ete ee — 228 13.8 
otal cus Anic: Sac teicher. — 1,650 100.0 


a Net value of aluminum production (i.e., deducting value of imported bauxite and alumina) was'$202 million. 


SouRCE: Dominion Bureau of Statistics, Mineral Statistics 1955. 


Output expanded further in 1956 (the relevant indexes of physical prod- 
uction rose by about 4 per cent) but some excess supply and consider- 
able weaknesses in the price of certain metals, particularly copper, lead 
and zinc, have since become evident. Such short-run fluctuations, either 
in an upward or a downward direction, have always characterized large 
segments of the mining and mineral processing industry, in part because 
of the particularly uneven growth of demand from the investment and 
durable goods industries. An added factor in more recent times has been 
the uncertainty and irregular timing of defence and stockpile purchases. 
Moreover, the industry is typically one of big units with the result that, as 
in 1955 and early 1956, shortages often appear while new facilities are 
being designed and built, to be replaced by some short-run excess of supply 
when large “lumps” of additional capacity are brought into production. 
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However, we have tried to focus our attention on the basic underlying 
trend, and to avoid being unduly preoccupied with those more distinct but 
less permanent movements which obscure the main path which our mining 
industry is likely to follow in the future. 


General Forecasts 


The basic influences which have operated to increase Canadian mining 
and mineral processing production in the past will in all probability con- 
tinue to be felt with undiminished force in the future. The population and 
standards of living of all of the main industrial countries of the world are 
continuing to rise, with expenditures on durable goods tending everywhere 
to increase even more rapidly. Defence requirements may decline relatively 
from their present level but competition and technological change will com- 
bine to put heavy emphasis on investment in machinery and equipment, 
while the economic development of the less industrialized countries will 
add still further to the demand for minerals. One must, of course, make 
allowance for the increased absolute amount of scrap metal which will 
be available, and also for increasing economy in metal use and design, 
which will tend to reduce metal and mineral requirements relative to the 
output of finished commodities. Nevertheless the study which has been 
prepared for us on Mining and Mineral Processing in Canada concludes 
that world demand for new metal production is expected to be more than 
double its 1955 level by 1980, with particularly strong demand likely to 
be shown for the lighter metals and those additives which are capable of 
standing higher temperatures and of resisting corrosion. World require- 
ments for industrial minerals are expected to expand by about three and 
one half times, while consumption of structural materials, which because 
of their relative abundance, bulk and low value are consumed mainly in 
local and domestic markets, are expected to rise broadly in line with Can- 
adian construction expenditures, or between two and three times. 


It is, of course, extremely difficult to estimate the share of future world 
markets for metals and minerals which is likely to be obtained by Can- 
adian producers. It seems probable, though, that Canadian metal and 
mineral production will on the whole gain relatively to total world mineral 
output over the next quarter century. The main mineral users, particularly 
the highly industrialized economies of the United States, the United King- 
dom, and Germany, are expected to become increasingly deficient in 
minerals and will consequently need to look more and more to external 
sources of supply. Canada should be in a good position to increase its 
share of these and other nations’ requirements because of our substantial 
proven resources and our still largely untouched geological potential. 
Moreover, most of the factors mentioned earlier are likely to continue 
to work to our advantage. Among these factors the more important will 
be the technical proficiency and favourable cost record of our mining in- 


215 


216 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


dustry; the availability of power; a sound economic and political climate; 
the willingness and ability of our mining industry to introduce and develop 
new techniques and processes; and established marketing, research, and 
production links with producers elsewhere. Later in this chapter we shall 
be discussing some of these supply considerations in rather more detail. 


After weighing the evidence and possibilities, we have concluded that 
the gross value of the production of the nation’s mines, smelters, and 
refineries in 1980 may be about $5 billion, almost three and one half times 
the value produced in 1955. Producers of structural materials are likely 
to expand the value of their output some two and one half times to over 
$500 million, the dollar amount of industrial mineral production may 
expand almost four times to $750 million, and the value of metal prod- 
uction may exceed $4 billion, or well over triple their 1955 production. 
Expansion of that order would indicate that the industry’s rate of future 
growth, while not so rapid as in the exceptional period from 1950 to 1955, 
will continue to outpace that of the economy as a whole. Its contribution 
to Gross Domestic Product will rise to between 4.5 per cent and 5 per cent 
in 1980, compared to some 4 per cent today. Direct employment in the 
industry is forecast at over 200,000, an increase of more than 75 per cent 
in the twenty-five year period, although because increases in productivity 
are expected to be relatively high, its share of the total employed labour 
force will probably not exceed the present level of 2 per cent. This expan- 
sion of production will necessitate heavy investment expenditures, with 
annual outlays expected to be of the order of $1 billion by 1980, roughly 
four times as much as was spent on exploration, construction, machinery 
and equipment in 1955. 


As Canadian producers are likely to obtain an increasing share of an 
expanding world market for metals and minerals, it is anticipated that the 
value of our mineral exports may increase by as much as four times to a 
1980 level of some $4 billion. In tonnage terms, the increase may be even 
more pronounced because, as indicated later, the price of mineral products 
relative to all goods and services is likely to decline somewhat and some 
of the comparatively low-value commodities such as iron ore and potash 
will probably grow in relative importance. In any event, mineral exports 
may well account for over one-third of the value of all Canadian com- 
modity exports twenty-five years from now and will be the most important 
constituent of our export trade at that time. Foreign sales will also absorb 
a somewhat higher proportion of the industry’s output than they do today, 
so that the share of production going to other countries is expected to 
rise to more than 70 per cent by 1980. The principal market for our mi- 
nerals will be the United States and an increasing share of the industry’s 
exports will move to that country over the next quarter century. Mineral 
imports will also increase, growing to about three and one half times their 
1955 level in 1980 and accounting for approximately one-third of Can- 
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adian domestic requirements of minerals. For the most part, imports will 
continue to consist of minerals like tin and metal alloys in which this 
country is deficient or of raw materials like bauxite and alumina which 
are needed to supply our smelters and refineries. 


The Outlook for Particular Metals and Minerals 


A somewhat better glimpse of the pattern of the industry’s over-all 
growth may be afforded by a brief survey of the expansion predicted in 
Mining and Mineral Processing in Canada for some of the leading indi- 
vidual metallic and industrial minerals. We cannot, of course, foresee with 
any certainty the precise volume or value of production of each product, 
but it is possible to outline the broad magnitudes of their probable growth. 
Iron ore is likely to show the greatest increase in volume from its 1955 
level over the next quarter century with a fivefold to sixfold expansion, 
while the output of Canadian aluminum plants may rise by about four 
times. The country’s output of nickel and zinc will probably about double 
and the value of copper and lead production may increase by two-thirds 
and one-half respectively. Uranium production will expand most rapidly 
of all in the near term and will become our leading mined product by 
1959, but it is difficult to discern the magnitude of commercial demand 
that is likely to emerge in the years following 1962. Gold will continue 
to be an important mineral product but production of this metal is likely 
to decline in both volume and value, unless of course its price should hap- 
pen to be increased. 


Until 1939 Canada was predominantly an importer of iron ore, and 
the only commercial deposits were those being worked at Wabana in 
Newfoundland. The Second World War and the very prosperous decade 
which followed helped to change this situation. Threatened with the ex- 
haustion of their long-term reserves of low cost open-pit ores, first one 
and then another of the large United States steel companies began to look 
to Canada. Their search for supplementary supplies proved rewarding and 
discoveries within several hundred miles of the Great Lakes or the Lower 
St. Lawrence have brought a considerable part of Northern Ontario, Que- 
bec and Labrador into the orbit of many North American steel mills. 
Beneficiation, by reducing the shipping weight and improving the smelting 
characteristics of many of these Canadian ores, has rendered additional 
Canadian iron-bearing material economic. New processing techniques and 
an expanding economic market for other metals have also encouraged this 
trend. As a result, by-product iron is being recovered by firms mining nickel, 
copper and titatnium and is being sold outside the country at premium 
prices. While most Canadian iron ore is destined for the United States, 
Overseas customers are becoming more numerous and plans are well 
advanced for the shipment of many millions of tons of iron ore a year to 
West Germany and the United Kingdom. By 1980, up to 60 million tons 
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annually may move to steel plants in the United States, while Western 
Europe and other overseas countries may take another 15 million tons. 
Steel production in Canada is expected to triple in the twenty-five year 
period, and although United States’ mines may continue to supply a con- 
siderable volume of ore to Canadian plants, as much as two-thirds of 
total domestic ore requirements, some 10 million tons, may come from 
Canadian sources. 


Future trends in Canada’s trade in primary aluminum are more 
difficult to forecast. For many years this country has maintained its po- 
sition as the world’s largest exporter of aluminum ingot on the basis of 
low-cost hydro-electric power and, to a lesser extent, on the basis of easy 
access to efficient water transportation. Competing with United States prod- 
ucers, who have received preferential treatment in their domestic market, 
the technologically advanced and well-equipped Canadian industry has 
managed to keep pace with the approximate doubling in demand 
for this metal which has taken place every seven or eight years from the 
1920’s onward. In Mining and Mineral Processing in Canada a fivefold 
expansion in the 1980 world demand for aluminum metal is predicted, with 
rapidly growing markets foreseen in the construction industry, and in the 
fields of transportation, electrical equipment, and consumer durables as 
well as in packaging and canning. However, within this expanded market, 
in contrast to that of iron ore, the share of Canadian producers may fall 
— perhaps to something like 15 per cent in 1980 from about 20 per 
cent in 1955. Among the reasons suggested for this decline is the fact 
that thermal power costs in the United States are becoming more compe- 
titive with hydro-electric power. Developments in the field of nuclear energy 
and the exploitation of presently unharnessed power resources in Africa 
or elsewhere could enable Western Europe and the United Kingdom, which 
absorbed a substantial portion of Canadian output in 1955, to become less 
dependent upon North American sources of supply in the 1970’s. At the 
same time, the Canadian market for aluminum is expected to expand eight- 
fold to more than half a million tons in the next quarter century. 


Of a total output of close to two and one half million tons, therefore, 
one-fifth may be absorbed in the domestic market, a third is likely to 
move to the United Kingdom, a slightly smaller share to the United States, 
and the balance to other foreign markets. Such forecasts would, of course, 
have to be modified if United States’ tariffs, recently reduced, should be 
substantially increased or if other special measures were to be taken to 
protect the American industry. It should be noted also that these forecasts 
are based on the assumption that much of the nation’s undeveloped water- 
power potential can, and indeed will, be harnessed during the next twenty- 
five years. Should it prove impossible to negotiate downstream benefit set- 
tlements with the United States on the Columbia and other rivers or should 
other difficulties fail to be resolved, the amount of low-cost electricity for 
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this purpose would be reduced. In Eastern Canada, substantial movements 
of hydro-electricity from Labrador to Quebec have also been envisaged. 
Should political difficulties arise or inter-industry differences prove to be 
insurmontable, the number and capacity of the aluminum smelters oper- 
ating in Canada may turn out to be well below those forecast as being 
economically feasible in 1980. 


Although shortages are now easing somewhat, nickel has been in 
relatively short supply throughout much of the post-war period, mainly 
as a result of exceptional defence and United States stockpile requirements 
being superimposed on growing civilian demand. Because of this situation, 
steps have been taken to increase production in Canada and elsewhere 
with the result that the total mine capacity of the free world may increase 
by as much as 60 per cent between now and the early 1960’s. The output 
of the Sudbury Basin will be expanded and new mines will also be com- 
pleted in the Mystery-Moak Lake area of Manitoba. Yet developments in 
Cuba and elsewhere may have even greater long-term significance, be- 
cause the recovery of nickel on a large scale from these tropical laterites 
may enable the latter sources to supply more than one-third of the free 
world’s requirements a decade hence compared to less than 20 per cent 
at present. Much of the new capacity will become available at a time when 
the United States’ stockpile of nickel has been filled and when defence 
needs may be tending to level off. Every effort will therefore have to be 
made to market these supplementary supplies through ordinary commer- 
cial channels. New uses will have to be developed and former applications 
revived. However, it is altogether likely that world demands for nickel 
will fall short of the industry’s ability to supply new metal during the early 
1960’s. This surplus capacity, much of it sponsored by the United States’ 
Government, could have a favourable long-run effect upon demand if it 
helps nickel to regain some of the outlets for new metal taken over by 
substitute materials during the period of intense shortages in the past 
decade. Adequate supplies and predictable costs, meanwhile, will help 
to create fresh demands so that a continued and comparatively rapid in- 
crease in commercial requirements can be forecast. Canadian producers 
will still be in a very favourable position to meet these growing demands 
and are expected to supply well over half of the free world’s requirements, 
which are estimated at considerably more than half a million tons per year 
a quarter of a century from now. 


Uranium, like nickel, may pass through a period of excess capacity 
after the early 1960’s when present government contracts expire. Within 
a comparatively short period, uranium has become one of Canada’s prin- 
cipal mineral products. Substantial reserves have been developed and mine 
capacity in this country has been increasing rapidly. Meanwhile, consider- 
able progress has been made in other countries as well. Sizable resources 
have been proven up in the United States, and additions to capacity are 
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also being made in South Africa and Australia. It is estimated that by 1960 
free world production of uranium may be some 40,000 tons, of which 
about 15,000 tons will come from the United States, an approximately 
equal amount from Canada and the balance from Africa, Australia, and 
other countries. Military requirements beyond 1962 are virtually impos- 
sible to determine, but it seems reasonable to assume that they will fall 
noticeably. World commercial requirements, mainly for the generation of 
nuclear power, are also extremely difficult to determine because of the 
many uncertainties which still surround technology and costs. Many res- 
ponsible people in the industry feel that, barring some major technological 
break-through which might make power generated from fusion a commer- 
cial possibility, the world demand for uranium after 1962 may catch up 
to present and planned world capacity as early as 1970; others feel this 
will not occur until some years later. In any event, Canada’s domestic 
requirements for uranium will be small, even in 1980. Other countries 
more deficient in energy resources —— notably the United Kingdom, West- 
ern Germany and Japan — will, however, have a much greater need for 
nuclear power and export sales prospects will therefore continue to be 
the principal determinant of activity here. As the United States is increasing 
its attempts to become more self-sufficient, the fortunes of this particular 
sector of Canada’s mining industry may well lie mainly overseas. To what 
extent Canadian producers will be able to secure this overseas business in 
competition with mines in other Commonwealth countries and Europe 
remains to be seen, although our position is favourable in many respects. 
Canada’s output of uranium will tend to fall in volume and value after 
1962 but thereafter an upward trend in volume is anticipated, although 
how fast and how far it will go is impossible to foretell. 


World markets for copper, zinc and lead have not been growing nearly 
as rapidly as those for the newer metals. In the case of copper, this has 
largely resulted from wide fluctuations in price, together with a long-term 
upward movement in real prices. In the case of zinc and lead, new uses 
have not been developed as rapidly as for many of the newer metals and > 
growth of markets in many existing applications has been relatively slow 
because of increasing inroads by substitute materials and the comparatively 
large supplies of available scrap. However, despite probable continued 
slow growth in demand compared with that for other minerals, Canadian 
producers of copper, zinc and lead are expected to gain a larger share of 
world markets. This is largely because shipments to the United States 
market are likely to increase substantially over the long term. The long-run 
trend of requirements in that market has been outpacing supplies available 
from United States domestic mines, and many American concerns have 
shown increasing interest in Canadian sources of supply. Growth of the 
Canadian market will also be of importance, for more than a third of « 
copper, lead and zinc production by value has traditionally been consumed 


MINING AND MINERAL PROCESSING 


at home — a higher proportion than for any of our other principal metal- 
lic minerals. 


In contrast to the prospects for increasing production of these metals, 
output of gold, another of our traditionally important minerals, will pro- 
bably decline absolutely in volume and value over the next twenty-five 
years. Although increasing quantities will be available as a by-product of 
base metal mining, these will be more than offset by the expected decline 
in production from straight gold mines if the present price and cost con- 
ditions prevail. For many years, copper, gold, zinc and lead were the 
core of the Canadian mining and mineral processing industry — copper, 
indeed, being our leading mineral product in 1955. By 1980 all four will 
have declined in relative importance and leadership in the industry will 
have passed to other metals. Yet all four metals will still be important, 
particularly copper, which is expected to rank behind only aluminum and 
iron ore in value. 


Various other metals will be produced in increasing volume over the 
next quarter century. Magnesium, following in the wake of aluminum, 
may be reduced to metallic form in considerable tonnages by 1980. Tita- 
nium, which is already being exported in slag form, also has bright possi- 
bilities. As the market for the oxide and for metal sponge will multiply 
over the next quarter century, production of these more highly manufac- 
tured products may also lead to a greater degree of processing in this 
country. The nation’s output of silver, mined principally as a by-product 
of base metal operations, is likely to expand by between one-half and three- 
quarters while platinum metal production, allied with that of copper and 
nickel, could increase by as much as 50 per cent. Metals like cobalt, 
selenium, tungsten, cadmium, molybdenum, calcium, tellurium, lithium, 
manganese, columbium and thorium may also make a significant con- 
tribution to the total value of Canada’s mineral output over the next 
twenty-five years. 


Among industrial minerals produced in Canada asbestos will continue 
to be the most important. With rapidly expanding markets in the electrical, 
automotive, machinery, chemical and construction industries, world de- 
mand may rise two and one-half times to three times by 1980. In Western 
European markets Canadian producers may face increasing competition 
from the Soviet Union and Southern Rhodesia and the Canadian share of 
world markets, two-thirds in 1955, may decline to a figure closer to 50 
per cent. However, the United States market, which now absorbs about 
two-thirds of Canadian output, will grow rapidly. With enlarging markets 
throughout the Western Hemisphere and shipments to overseas countries 
likely to continue, though not relatively so important, production in this 
country will probably at least double in volume. As demand rises, ship- 
ments from the Eastern Townships of Quebec, the largest asbestos prod- 
ucing area in the world, and from newly developed mines at Matheson, 
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Ontario and Cassiar, British Columbia, may be supplemented by production 
from other areas now under investigation in Quebec, Northern Ontario, 
Newfoundland and British Columbia. 


Following asbestos in importance among industrial minerals, potash 
production will provide the most spectacular growth. By 1980 North Amer- 
ican requirements, mainly for fertilizers, which have to date been supplied 
from United States and overseas sources, are expected to be of the order 
of eight million to ten million tons per year if soil productivity and nutri- 
tional standards are to be maintained. As much as 212 million tons 
a year may be drawn from the extensive potash beds in Saskatchewan 
which are now under development. The production of gypsum both for 
the domestic market and for export will increase substantially. Mines and 
quarries in Newfoundland, Quebec, Ontario and British Columbia will 
continue to supply the growing domestic market, while those in Nova 
Scotia, now producing four-fifths of Canadian gypsum, almost entirely for 
export to the northeastern United States, may expand production more 
rapidly and increase their share, at present one-third, of United States 
raw gypsum requirements. Exports from new developments in Newfound- 
land may also be of considerable importance in the future. Production of 
salt for the domestic market will expand; and sulphur, produced as a by- 
product from metal mining and natural gas purification, is likely to become 
so abundant that marketing difficulties may be encountered in the inter- 
mediate term. Among other industrial minerals we expect the most im- 
portant will be fluorspar from Newfoundland to meet the increased requi- 
rements of the aluminum, steel and chemical industries, barite from Nova 
Scotia for expanding markets in oil-well drilling, and nepheline syenite 
from Ontario to supplement supplies of feldspar in the glass and pottery 
industries. For these, as for many other Canadian mineral products, in- 
creasing quantities will move largely to the United States market. 


Supply Considerations 

The above estimates of future production of some of the leading indi- 
vidual products were given in volume terms. However, it should be noted 
that our estimates of the over-all value of mineral production took into 
account probable relative price trends, as outlined in the study of this 
industry. Over the last 30 years, despite increasing resort to lower-grade 
or less accessible mineral deposits and despite rather prolonged periods 
of short supply and marked short-term price fluctuations, the long-run 
tendency of the prices of most minerals has actually been to remain stable 
or to decline in relation to those of other goods and services. We would 
expect that short-term price movements either up or down will continue 
to occur from time to time. Over the longer term, however, we would 
expect that the relative prices of minerals as a group will decline from 
their levels in 1955, continuing the downward drift evident in the last 
three decades. This will not, of course, be true of every individual product 
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— some may actually rise in relative price and the price of others such 
as iron ore and gypsum may remain broadly unchanged in relation to 
goods and services generally. However, in the case of many metals and 
processed materials, particularly the latter because of the relatively great 
increases in productivity foreseen for smelters and refineries, declines in 
relative prices are by no means unlikely. 


These trends in real prices for the world’s minerals are expected to 
prevail because further technological developments in discovery, extraction, 
processing, and use are expected to more than offset possible depletion of 
some of the higher-grade or most accessible mineral deposits. Scientific 
exploration will be increasingly relied upon for discovery of orebodies which 
underlie the carpet of soil, lakes and overburden covering most of this 
country. The basis of prospecting will continue to be geological maps and 
reports dealing with particular areas and indicating promising sites suit- 
able for further investigation. Aircraft and helicopters, improved photo- 
graphic techniques, and new prospecting equipment have greatly facili- 
tated geological reconnaissance mapping in recent years, but less than 
one-third of Canada has yet been mapped and an even smaller portion 
surveyed on a scale adequate for mineral exploration. If a geological map 
of the country is to be completed within a reasonable time and if the ex- 
pansion of the mining industry is to be facilitated, the excellent work of 
the Geological Survey should be speeded up through an expanded pro- 
gramme limited only by the number of suitably qualified people available. 
In promising areas revealed by geological mapping, exploration companies 
in the last few years have come to rely more and more on the basic che- 
mistry of geology and on geophysical equipment like the airborne magne- 
tometer to aid in the search for ore deposits. Much remains to be done on 
the further development and application of such geochemical and geophy- 
sical techniques, particularly in the interpreting of anomalies, while further 
fundamental research on the genesis of ore deposits and the geochemical 
association and migration of the elements would also be of great value 
to the prospector of tomorrow. An expanded programme of geological 
‘mapping with emphasis on the development and use of new prospecting 
techniques will permit the rate of discovery to remain high in Canada 
despite a decline in the proportion of easily found orebodies exposed by 
surface outcrops. 


In mining operations better quality tools for drilling, blasting, and trans- 
porting ore and the further mechanization of operations in underground 
and open-pit mines will bring about increasing productivity and lower 
costs. Large-scale open-pit operations for the non-selective mining of lower 
grade ores close to the surface will probably become more common than 
has been the case even in the recent past. In processing operations, modi- 
fications of existing techniques in the primary concentration of minerals, 
particularly in beneficiating low-grade ores, will lead to increasing efficiency. 
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Hydro-metallurgy has been of increasing importance in the last five years. 
The evolution of such processes will permit lower-grade and more highly 
refractory ores to be treated economically and make possible the develop- 
ment of continuous flow processes permitting more automatic operations. 
Developments in metallurgy and chemistry will facilitate production of 
higher purity metals and the recovery of additional by-product values from 
slag or waste materials. 


In the field of marketing, research will evolve new uses and new subs- 
titutes for various metals and minerals. Relative price changes will encou- 
rage such research, particularly favouring metals which are comparatively 
low priced or which enjoy relative stability in price. Over the long run, the 
ferrous and light metals, including iron and steel, aluminum, magnesium 
and titanium, of which the ores are plentiful, will tend to make further 
inroads in fields originally reserved to the heavy non-ferrous metals, such 
as copper, lead and zinc. At the same time non-metallic substitute products, 
such as plastics, synthetic rubber, glass, treated wood, and processed indus- 
trial minerals such as asbestos, may offer increasing competition in some 
limited fields to various metals. Asbestos itself may face increasing compe- 
tition from glass or other substitutes in uses where high-temperature shield- 
ing is not of major importance. Emphasis on processing and using metals 
of highest purity, already of importance for metals such as zinc, aluminum 
and magnesium, will extend to other metals, increasing their markets in 
special applications; and new industrial alloys, designed for specific service 
conditions such as high temperatures or high strength-to-weight ratios, will 
be evolved. In new alloys many metals little used today, such as lithium, 
Silicon, the rare earths and perhaps calcium, are expected to find expand- 
ing markets. 


Technological advances in all phases of the industry will be of im- 
portance if costs, which might otherwise tend to rise, are to be kept 
within the bounds necessary if producers in this country are to compete in 
the markets of the world. Canada is not the only country where mining 
and mineral processing have undergone rapid expansion in recent years, 
nor is it the only area with promising mineral prospects. The Soviet Union 
and various countries in South America and in Africa have also greatly 
expanded their mineral output and have become increasingly important 
as suppliers to world markets. In 1955, for example, the Canadian share 
of free world production of some of the leading metals and minerals was 
approximately as follows: copper, 10 per cent; aluminum, 20 per cent; 
gold and zinc, about 15 per cent each; iron ore, 5 per cent; and lead, 10 
per cent. To ensure that our contribution to world production and trade 
remains high, the Canadian industry must remain a leader in the techno- 
logical field; and much research, both of a fundamental and applied nature, 
will be required. Research in processing, like that which led to the suc- 
cessful exploitation and treatment of the Lynn Lake nickel ores, will be 
of the greatest value to the industry. With comparatively cheap and abun- 
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dant energy resources still available in this country, the development of 
suitable processes not only for more economic operations in existing smel- 
ters and refineries but also for production of commodities such as titanium, 
uranium, and manganese metals could have great benefits both for the 
industry and for the nation. If such research is neglected here but continues 
to be undertaken in other countries, potential markets for Canadian minerals 
could be lost for many years. In view of the probable continuing shortage 
of technically trained people, close co-operation between the industry and 
federal and provincial mines departments will be important. 


In the light of the vigorous expansion of production which we foresee, 
it is comforting to know that Canadian reserves of most minerals, as 
established by the various mining companies, are sufficient to maintain 
present and anticipated rates of production for many years. Known re- 
serves, at present rates of production, will last as long as 250 years in the 
case of iron ore; 50 years or more in the case of asbestos, lead and zinc; 
45 years in the case of copper; and 35 years in the case of nickel, excluding 
large reserves in the Mystery-Moak Lake area, Manitoba. These are demon- 
strated reserves of ore of which tonnage and grade have been computed 
from surface and underground exploratory work and drilling. As it would 
be unsound economically to spend large sums on the development of re- 
serves years before they are needed, mining companies normally maintain 
only sufficient reserves for operating security and efficiency. Consequently 
their reserves tend to remain nearly constant from year to year; they reflect 
current or near future production rather than the over-all potential of the 
mines. Thus production of base metals in the 25 years ending in 1955 
exceeded the reserves known to exist in 1930, yet by 1956 base metal 
reserves in Canada had increased substantially over the reserves of 1930. 
Perhaps of even more significance than the magnitude of reserves at any 
one time is the trend, over the years, of the ratio of known reserves to 
production. As this ratio is being maintained or increased in Canada, 
mineral resources would appear to be more than adequate to support 
current and expected output. 


Ore reserves form only a part of the mineral resources of the country. 
Of more importance in a discussion of long-range supply are the potential 
ores and the ore deposits that are still to be discovered. As our reserves 
are mined, they must be replenished from these two sources. The potential 
ores include deposits too low in grade, too inaccessible, or too difficult to treat 
to be mined profitably under present conditions. In the future, improve- 
ments in transportation, increases in price, reductions in costs, techno- 
logical developments such as new and improved mining methods, new 
techniques in metallurgical treatment, or unforeseen uses for by-products, 
may make them economic. But maintenance of our reserves will depend 
mainly on discovery of new deposits. An appraisal of the number of 
deposits likely to be found in the future to replace those currently being 
mined must be based mainly on our knowledge of the distribution of rock 
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formations in Canada favourable for the occurrence of different types of 
mineral deposits. Much of Canada has still to be geologically mapped and 
much of the remainder has been covered in reconnaissance only. Neverthe- 
less, available information gives us confidence that new discoveries will 
maintain or augment our present reserves over the next twenty-five years. 
Most of our present mines lie within a few hundred miles of the main east- 
west railway lines. In contrast the main geological regions tend to run 
in a northerly direction. As the northern parts of these regions receive 
greater attention, we may reasonably expect they will, in turn, be found 
to contain orebodies in number, size, and variety comparable to those in 
the relatively well explored and currently accessible southern areas. Fur- 
thermore, the mineral potentialities of the more accessible southern areas 
are far from exhausted as has been demonstrated by the number, size, and 
variety of deposits found in the last decade by conventional and newer 
prospecting techniques. The rapid development of these new techniques 
is making the prospector more proficient in the search for orebodies not 
exposed at the surface, and the future will see increasing concentration on 
discovery of orebodies concealed beneath lakes, muskeg, soil and vege- 
tation, both in the older mining areas and the relatively unexplored north- 
ern regions. The application of these new techniques, which are constantly 
being improved, has played an important part in the accelerated rate of 
discovery of ore deposits in Canada in the last five years, and will continue 
to do so in the future. In our view, there is little need to be alarmed about 
undue depletion of Canada’s mineral resources. Indeed, there is every 
reason to expect that our reserves will be maintained or increased by the 
discovery of new deposits, supplemented by technological developments 
that will make possible the profitable mining and processing of lower-grade 
material that cannot now be classified as ore. 


As exploration and development proceeds into more remote areas and 
as Operations become increasingly mechanized, the scale of mining and pro- 
cessing operations will be even larger than it is today. We would expect 
recent trends in financing to continue over the next twenty-five years with 
most of the industry’s expansion being financed either through borrowing 
or out of retained earnings by existing Canadian producers. New capital 
investments by large United States and other foreign mineral-using com~ 
panies concerned about their long-term supply position will also continue 
to be important. Millions of dollars are needed to bring new mines and 
processing plants into production and, although new producers may from 
time to time enter the field, it seems altogether likely that production will 
tend to be increasingly concentrated among large concerns, whether owned 
by Canadians or non-residents. Smaller mining and exploration companies 
may continue to play a significant role in the discovery and preliminary 
stages of new mining operations but the larger companies, particularly 
those with integrated operations from production to marketing, will be in 
a more favourable position to raise the necessary amounts of capital. 
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Production from an increasing number of mines in this country will tend 
to be integrated with processing and fabricating activities elsewhere and a 
greater proportion of our mineral output will move either between subsi- 
diary and parent or under long-term contracts with overseas and American 
producers. Proportionately less therefore may be traded on the open market. 
These developments may present some problems, particularly in ensuring 
that contract prices are fair and reasonable to Canadian producers, but they 
will also tend to bring about greater price and output stability in the 
Canadian industry, particularly in mining operations. 


The Possibilities of Further Processing 

With these prospects of a strong and rising demand for our mineral 
output over the long run, we should do what we can to ensure that inte- 
gration of Canadian mine production with processing operations elsewhere 
does not, in itself, retard the expansion of refining and smelting operations 
in this country. There are many factors which will tend to inhibit the growth 
of processing operations in Canada, not least the fact that there is a very 
limited market in Canada for most of our minerals. Also, as we have 
shown, we have by no means a monopoly position in the supply of 
minerals and our customers in other countries usually have other sources 
of supply available to them from which they could draw their requirements 
if indiscriminate restrictions were placed on the export of ores and con- 
centrates. Tariffs and trade restrictions in other countries, particularly the 
United States, play a very important part in effectively excluding shipments 
of many minerals in processed form. In addition, there are economic factors 
of a more fundamental nature which must not be forgotten and which in 
numerous instances dictate that minerals be transported in ore and concen- 
trate form to the areas of their ultimate consumption. Iron ore, while its 
metal content can often be improved at the source, is generally shipped out 
to centres in which adequate supplies of coking coal and steel scrap are 
available; it is unlikely, therefore, unless there are changes in technology, 
that more than a small percentage of our production will be exported in 
the form of pig iron or steel. Gypsum, because its products deteriorate 
when handled, must be transported in its relatively raw state. On the other 
hand there are many products in which economics favour on-site process- 
ing; for example, copper is easily reduced and can best be shipped in its 
metallic form. Lead, zinc, and nickel may be smelted and refined close 
to the mines if low cost energy is available and outlets for their by-products 
can be found, while uranium could fall in this latter class also. Of course, 
other circumstances like plant construction costs, the availability of chem- 
icals at competitive prices, and assured markets must also be favourable 
before processing in Canada can be said to merit heavy investments in 
projects of this type. 


Generally, energy must be available in adequate quantities and at low 
unit prices if processing is to be economic. At one time, water-power was 
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the only Canadian resource meeting these qualifications and large blocks 
were harnessed for this purpose in Ontario and Quebec and, to a lesser 
extent, in British Columbia. More recently, it has become possible to build 
very large steam plants utilizing coal, oil or natural gas because technolo- 
gical improvements have helped to narrow the gap between the kilowatt- 
hour costs involved in generating electricity by thermal and hydraulic 
means. Canada’s power advantages may well be reduced considerably by 
the advent of nuclear power in large amounts and at competitive prices. If 
regional and national differences in the cost of electricity are narrowed 
or eliminated, Canada may lose one of its principal assets insofar as the 
initial processing of minerals in this country is concerned. To some extent, 
natural gas and oil may be expected to take the place of water-power, 
particularly as chemical processing techniques are becoming increasingly 
important in the mineral industry. Petroleum fuels and petro-chemical 
materials make other methods of manufacturing possible and result in a 
wider range of by-products. Western Canada will benefit from these deve- 
lopments, although oil and natural gas are more transportable forms of energy 
than is electricity. Exported to the United States, they may frequently be 
supplied at prices and under conditions more favourable than those offered 
to prospective processors in Canada. In such circumstances it will be difficult 
for Canadian mining companies in Western Canada to process minerals 
prior to export, particularly as the United States tariff is substantially higher 
on imports of processed materials than on materials in the raw state. 


Nevertheless, from time to time it may be possible to process a 
larger share of production of certain minerals, particularly metals, prior 
to export. The value added by processing operations is considerable, and 
when the opportunity does arise it should not be lost. But we should al- 
ways remember that many of Canada’s customers in other countries usually 
have alternative sources of minerals open to them. If we should be un- 
reasonable in our demands that further processing operations be undertaken 
in Canada, we might find that our customers would look elsewhere for 
their supplies. Successful efforts to increase the degree of processing in 
this country will depend essentially on timing the encouragement of domes- 
tic processing to coincide with growth in demand. Wherever new smelters 
and refineries are needed, every effort should be made to ensure that new 
processing facilities are established in Canada rather than at existing 
locations elsewhere if it is economically feasible to do so. In some cases 
informal discussions with producers may be all that is needed to obtain 
the desired result. In others, the provincial authorities might reasonably 
be expected to persuade or to require applicants for concessions to agree 
to undertake some degree of processing, possibly increasing over a period 
of years. If such attempts fail there may be merit in requiring exporters 
of ores, concentrates and other semi-processed commodities to obtain 
export permits valid for a stated period. Each case should be examined 
carefully and individually. New mines could be given every encouragement 
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to get into production but it would be made clear that the circumstances 
in each case would be re-examined at stated intervals, perhaps every five 
years or so. In general, exporters should be made aware that over the 
years they would be expected to do more processing in Canada except 
when obstacles in the way of doing so proved to be real or the cost dis- 
advantages appreciable. Government sponsored programmes of process 
research and development might also help considerably to stimulate further 
processing in this country. Pilot plants built in the area where the parti- 
cular mineral concerned is to be found might later be expanded into full- 
scale operating facilities in the same area. American producers have bene- 
fited in this way from the important work done by the United States Bureau 
of Mines. With more emphasis on this sort of work, the mines departments 
of the federal or provincial governments might similarly be able to solve 
processing problems unique to this country and at the same time promote 
a more logical evolution of smelting, refining and primary fabricating acti- 
vities within, rather than outside, Canada. 


Conclusion 


In summary, the anticipated growth and development of our mining 
and mineral processing industry is expected to raise the industry to a 
position in the Canadian economy in which it will surpass the forest indus- 
tries and will fall not very far short of agriculture in its contribution to 
over-all domestic output. While not undergoing as dramatic a growth as 
in the preceding quarter century, its expansion will still be an important 
contributor to the dynamism of the Canadian economy in the years ahead, 
even though its role in this regard will be much less significant than that 
likely to be played by the energy industries. Apart from its direct effects 
on incomes and exports, the mining industry will continue to play an 
important part in opening up the country’s undeveloped territory, in pro- 
viding new markets for our manufacturing and service industries, and in 
stimulating investment and output in many related fields such as cons- 
truction and transportation. We would expect also that with new tech- 
niques, new products, and new mines, both the industry’s geographic base 
and its range of production will be further widened. Although the nature 
of demand and supply conditions confronting the industry makes it likely 
that short-term fluctuations in prices and production will continue to be 
felt, the industry may be basically more stable than in the past because 
of corporate arrangements and the pursuit by governments throughout the 
world of policies designed to maintain full employment. As the industry 
grows, stabilizes, and matures, it may well be unnecessary to accord it 
special treatment through subsidies and tax concessions in excess of 
those extended to many other Canadian industries. The further substantial 
growth which is foreseen for the mining and mineral processing industry 
Suggests that in every respect it can be safely regarded as a soundly-based 
and strong contributor to the Canadian economy. 
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OUR DISCUSSION of the resource industries and of the primary 
manufacturing based on them emphasized how spectacular a part they 
have played recently in the development of the Canadian economy, 
and how much they may be expected to contribute to our future 
growth and prosperity. It is perhaps not so widely recognized that 
other sectors of Canadian industry have in recent years experienced 
just as dynamic a growth. Indeed, the development of our secondary and 
service industries during and after the War has in some respects wrought 
more profound changes in the way Canadians work and live than many 
of the more publicized activities on our frontiers. If it may be a little 
premature to say that Canada has come of age industrially, we are much 
more a nation of urban factory and office workers than we ever were 
before. We see no reason why this trend should be reversed; we think, in 
fact, that few Canadians would want to reverse it. 


Much of this growth in secondary as opposed to primary industry has 
been concentrated in the sector which we have labelled “secondary manu- 
facturing”. As defined by us here, it does not cover the whole range of 
industrial activity that the Dominion Bureau of Statistics classifies as 
“manufacturing”. Excluded are those “primary” manufacturing operations 
which involve relatively minor processing of domestic resources, in which 
the value added by manufacture is relatively low, or those highly capital- 
intensive and often complex industries which produce industrial materials 
from our basic natural resources and which sell them mainly in export 
markets. In contrast “secondary” manufacturing industries are character- 
ized by a rather higher degree of processing and by a much greater 
dependence on the domestic market. They tend to be located close to the 
centre of that market, generally produce end products rather than indus- 
trial materials, draw on both foreign and domestic suppliers for raw 
materials and components, and on the average have a smaller capital 
investment per worker than the basic resource industries. A detailed list 
of secondary industries, giving output and employment in each, is shown 
in <table 212.1: 


Although any division of the larger manufacturing sector necessarily 
involves some arbitrary decisions, we have found it helpful because it has 
enabled special study to be given to the different characteristics and 
problems of both primary and secondary manufacturing industry. Of 
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the two groups, secondary manufacturing is much the larger, accounting for 
about three-quarters of the output and a slightly higher proportion of 
employment in the manufacturing sector. 


Table 12. 1 


OUTPUT AND EMPLOYMENT FOR SECONDARY 
MANUFACTURING INDUSTRIES IN 1953 


Gross value 

of 
Productiona Employees> 
($ millions) (thousands) 


Motor vehiclesandspartsiesc..:. Ucareqihes: sas onl otek $1,143 56.3 
Oeheitrary anc Stccl DEQCUCES #44... anes 1,083 98.5 
ROTC LIF Teter eit ca Nec ata Uns. cw ere eet eae 858 120.1 
Electrical apparatus and supplies (incl. electronics). . 848 76.9 
Petroleum refining-and coal products). v5. 823 Eee 
Mextilestexcluclothing) ie . Meneses ee 701 1322, 
Chemical products. (secondary), sige fare. Selewisies 626 36.6 
Pemtine publishing 3ctc eve. or ewtals ire hala 2? 544 66.5 
Niiscellaneouss food products 277. 2.4248 AE rs 509 23:1 
Permanry sonanur steel manent. | varies . alain 459 35.0 
Beveraces the tia tutes nds tury a hntes Ces bee Ae 443 209 
rer arsanCr Dalits) cee Te koe age Aaa Cal tes, 399 38.1 
Paper DLOUUCtS (SCCONUALV ie. Skat trtme. aay Siri). ar 389 26.2 
Fnicitstrial ae ousehold Machineryic ce. tees 385 40.6 
Non-ferrous metals products (secondary)......... 371 26.9 
Bakery productssin racy centres, he ranere 354 40.3 
Raina Vat Olin SistOGK prepare ty: See ate Bohs sj ee ee eae 338 3525 
Non-metallic minerals products (secondary)....... 300 29.2) 
RU DCIPLOCUCLS theuiha cares os Fok oes anes LRRD Oa 291 22.6 
| sAUNS Cnt] dd oheghen, Woke seesas, ate, ice lel coat di at) amet. oe jin Ws 29.8 
Us Beaten DrOUUCtSS tentti eT ck ee he. eee, Men ta, 222 Soul 
"Robacco DEeQductseri. 1. axis.) okie cee 214 m5 
Seine OU IG. Lota ak bss boca “apo ds can” Gon eathgny 183 gOS 
PNG TICTILEA LAM De R ES co. yada ih apse, ae nace Vit 14.2 
Other secondary WO0d Progucts 4... ws soles 87) 12.9 
Cilice 1ranspomanon equIpMeht st. s.r an 26 au 
Miscellaneous mantifacturingy oo). ea 261 a2 
Total secondary manufacturing:........%... $12,290 1,042.6 
Employment according to labour force data? 1,090.0 


a Gross value of production is based on the final factory selling prices of output and 
includes a substantial amount of double counting. 


b The Census of Industry Employment figures on which this table is based do not cover the 
entire labour force in secondary industry; the labour force aggregate is somewhat more 
comprehensive and is more suitable for comparisons between sectors of the economy. 


Source: D. H. Fullerton and H. A. Hampson, Canadian Secondary Manufacturing Industry, 
1957, a study for the Commission, Chap. 9, Table J, p. 202, and Chap. 9, Table K, 
pp. 204-5. | 

We have found it rather surprising that such an important sector 
should have attracted so little study by our economic analysts and histor- 
ians. Some individual manufacturing industries have from time to time 
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been examined, but the emphasis has tended to be more on corporate 
structure and history, or on price and marketing arrangements, than on 
the basic reasons why these industries are more or less efficient than 
similar industries in other countries. Certainly there has been little attempt 
to draw general conclusions which would apply with some reasonable 
degree of consistency to the sector as a whole or to most industries in it. 
In view of this dearth of analytical information we felt it necessary to 
initiate studies of a number of individual secondary industries and of 
secondary manufacturing generally. We did this not only to enable us 
better to appraise the problems and prospects of Canadian secondary 
manufacturing industry, but also to encourage a wider interest in this 
very important but inadequately documented segment of our economic life. 
The seven studies of secondary industry which were undertaken for the 
Commission are listed in Appendix C; obviously it was impossible to have 
studies made of all industries in the group, or even all the large ones, and 
the selection was made on the basis of some industry characteristic of 
special interest. 


In these seven studies, and in the more comprehensive study Can- 
adian Secondary Manufacturing Industry, prepared by members of our 
staff, a great deal of emphasis was placed on the factors which affect the 
competitive position of secondary manufacturing industry today and which 
are likely to bear on its growth in future. The purpose of these studies was 
to suggest answers for such questions as these: what is the cost position 
of Canadian secondary industries as compared with those in the United 
States and elsewhere — and what are the main reasons for any differences? 
What developments in future are likely to affect the competitive position | 
of Canadian industry? Which industries in the group have grown most 
rapidly in recent years, and for what reasons, and which industries may be 
expected to show the most rapid expansion in future? How large a 
secondary manufacturing industry may be expected by 1980? None of these 
or related questions is easy to answer, but the attempt provides a ‘picture 
which, if blurred and indistinct in many places, at least enables some judg- 
ments to be formed about secondary manufacturing, its competitive posi- 
tion, and the likely course of its future development. 


Past Growth 


Any appraisal of the sector’s present position and prospects must 
of course begin with a reference to its past growth. It is obviously im- 
possible in this report to do justice to the story of that development, and 
readers are referred to the study, Canadian Secondary Manufacturing 
Industry for the more essential details. Put very briefly, secondary industry 
has gone through three periods of very rapid growth: the first decade of 
this century, when the opening of the western wheat economy and the 
rapid expansion of the railways gave impetus to the capital goods indus- 
tries; the boom in the last half of the ’20’s; and the War and post-war 
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expansion of the past 18 years. The crucial factor in the story of its 
growth has been the expansion of the Canadian market for its products. 
Like the people in other industrial nations, Canadians have demanded more 
manufactured goods per capita as their levels of living have increased. Also, 
growth in the size of the Canadian market for manufactured products 
has resulted in some improvements in the competitive position of Canadian 
manufacturing activity and thus in some substitutions of domestically 
produced for imported manufactured goods. Currently production in 
secondary manufacturing is some three times its pre-war level, and 
forms over one-fifth of the total output in the economy. About twice 
as many Canadians are employed in the sector as before the War; 
these 1,100,000 employees constitute one-fifth of the labour force. 
Regionally, secondary industry has remained since the turn of the 
century largely concentrated in Ontario and Quebec; since 1926, the 
earliest year for which detailed regional material is available, a surpri- 
singly constant 86 per cent to 87 per cent of total Canadian output and em- 
ployment in secondary industry has been concentrated in these two pro- 
vinces. Moreover, most of this industry is found in a narrow strip of land 
between Quebec City on the east and Windsor on the west; even within this 
strip there are differing degrees of concentration, with a much higher degree 
of industrialization in and around the two largest cities, Montreal and To- 
ronto. The fact that there has been so little change in the degree of 
concentration, despite very great technical changes and shifts in production 
within the sector, suggests that the economic forces inducing this relative 
concentration in Southern Ontario or Quebec are strong. Nevertheless, 
a number of other areas in Canada are experiencing as rapid a build- 
up of secondary industry as the two central provinces, in some instances 
due to an abundance of a scarce resource and in others to an unusual- 
ly rapid population growth. Edmonton and Vancouver are examples of 
such centres. 


The close ties linking the expansion of secondary industry with the 
growth of the domestic market cannot be emphasized too strongly. Export 
sales have never accounted for an appreciable proportion of the output 
of secondary industry, although in a few industries, notably agricultural 
implements, distilled beverages and automobiles, export sales at times have 
been important. In 1929 about 742 per cent of the sector’s output 
was exported. By 1939 this proportion had fallen below 7 per cent, 
and by 1955 it appears to have been slightly less than 6 per cent. 


In view of the record of growth, it may be assumed that Canadian 
secondary manufacturing industry generally is in a healthy state, and that 
consequently there cannot be very much wrong with its cost and competitive 
position. Yet this general picture may in some respects be misleading. All 
industries have not grown at an equal pace and indeed some have 
declined. Import competition has always been strong and _ persistent, 
and throughout our history has had a substantial share of the domestic 
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market for the products of secondary industry. Since the import volume 
and share of the market is one fairly important measure of the ability 
of our manufacturing industry to compete, subject of course to changes 
in the effective level of tariff protection, it is useful to examine some 
of the import data as a preliminary to an examination of competitive 
factors affecting the position of our industry. Although there are consi- 
derable statistical difficulties in the way of establishing precise figures, 
the Commission’s study of secondary industry concludes that in 1953 
the import share of the market for products of secondary manufacturing 
was probably in the neighbourhood of 18 per cent. In 1929 the share was 
estimated to be 20 per cent to 21 per cent, and in 1956 and 1957 it appears 
to have risen again to about its 1929 level. It is interesting to note, of 
course, that the past two years have been characterized by a peculiarly strong 
investment boom and abnormally large inflows of capital. In periods such as 
this, demand tends to spill over into imports, particularly from the United 
States; many of the investment goods needed for the capital programme 
are not readily available in Canada. Conversely, in depressed periods 
such as the °30’s investment declines very sharply and the import share 
similarly declines. 


Apart from such changes in the import share of the Canadian market 
which result from fluctuations in Canadian economic activity, this rela- 
tively high volume of imports is essentially a reflection of the specialized 
and open nature of the Canadian economy as modified by the tariff and 
other protective factors. It has been profitable for Canadians to devote 
resources to producing and exporting some things, and importing others. 
If we specialize more than most industrialized countries in the production 
of primary products it is because of our relative abundance of, and easy 
access to, natural resources. It is not surprising that secondary manufactu- 
ring is not so highly developed in Canada as in the United States, the 
United Kingdom or Germany. Our natural resources, of course, provide 
only a partial explanation why our requirements for manufactures are 
to such a degree met by imports and why the role of secondary industry in 
the economy is somewhat less important than in these other countries. 
Of perhaps greater importance is the fact that Canadian manufacturers 
have to face some very serious disabilities in trying to produce goods at 
prices competitive with imports. The extent to which these disabilities 
increase Canadian manufacturing costs is reflected in comparative figures 
of productivity. It is stated in Canadian Secondary Manufacturing Indus- 
try that output per man-hour in Canadian secondary industry is perhaps 
35 per cent to 40 per cent below that of the United States, although very 
considerably higher than in the other industrial countries of the world. 


Size of Market and Specialization 
Of the disadvantages which Canadian manufactures have to face, 
unquestionably the greatest are those associated with the relatively small 
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size of the Canadian market. As we have pointed out, the domestic market 
forms the principal outlet for the products of Canadian secondary industry; 
the post-war restraints on imports imposed by overseas countries, to- 
gether with the formidable barriers to entry to the rich United States 
market, has accentuated this dependence in recent years. As a result, our 
manufacturers are unable to obtain the full benefits to be realized from 
mass production and specialization in a large market, such as are obtained 
by manufacturers in the United States, and it is not surprising that it is 
the American manufacturer who provides the principal source of compe- 
tition for Canadian producers. 


The development of modern industry as we know it today is in fact 
based broadly on the principle that as volume of output increases costs 
tend to decline. The savings of larger volume arise from lower unit costs 
for overhead, depreciation, tooling and die costs, research and develop- 
ment, and particularly from specialization. As one manufacturer put it at 
the Commission hearings: 


“In modern manufacture there are great advantages to . . . special- 
ization. It makes possible the development of straight-line, inte- 
grated manufacture, in plants specifically designed for the product, 
and with equipment that reflects the optimum in the use of power, 
automation and semi-automation. It makes possible lower labour 
costs per unit of product, and permits the manufacturer to con- 
centrate the thinking, efforts and skills of his people on the one 
product or product line, without wastefully scattering their efforts — 
or abilities over a larger area.” 


The study of Canadian secondary industry makes some attempt to 
compare relative market sizes in the United States and Canada. This study 
finds that the United States market for products of secondary industry is 
in physical terms some 18 to 19 times as large as the Canadian, compared 
to a population difference of about 10 to 1 and an income difference of 15 
to 1. Obviously the relative demand for many products will vary widely 
from the aggregate; in spite of superficial similarities the economies of the 
two countries are appreciably different and these differences are reflected 
in the demand for, and production of, secondary industry products. Using 
comparative production data, we find such extremes as the United States 
industrial machinery industry producing 62 times as much as the Can- 
adian — but the railway rolling stock industry producing only 31% times 
as much. In those industries where extreme differences in output exist, 
the Canadian market is usually not large and demands are usually supplied 
to a substantial degree by imports. In fact, the study suggests that there is 
a fair correlation between the relative size of the Canadian market and the 
proportion of it which is supplied by imports. This supports the con- 
clusion that when the Canadian market is relatively large Canadian costs 
tend to be more competitive than when the market is relatively small. 
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It must of course be emphasized that a large market in Canada does 
not guarantee that a product can be manufactured in this country at a 
price competitive with imports. The crucial factors are the nature of the 
production process, the size of the optimum plant in the United States, 
and the extent of the cost penalty for operating below that optimum level. 
Thus if a product is simple to manufacture, and the economies of large- 
scale production not very great, the Canadian cost handicap will not be 
very large even though there may be very great differences in the size of 
the markets. Conversely, Canadian disadvantages are normally at a maxi- 
mum when the product is complex, its design is altered frequently, 
capital and overhead costs are large, and the volume of output relatively 
small. An example of this latter is an automobile body stamping, and it 
is not surprising that most of our requirements of such products are 
imported. 


The difference in markets is only part of the story. Even where the 
Canadian market is large enough in total to make possible a few plants 
of close to the optimum American size, in many secondary manufacturing 
industries there appear to be many more producers relative to the size 
of the market than exist in the United States. One classic case was brought 
to our attention by the president of a large electrical manufacturing com- 
pany who told us that a plant of minimum efficient size to manufacture 
refrigerators in the United States would have an output of 250,000 to 
350,000 units per year. By contrast the total Canadian output of refriger- 
ators in 1955 was 267,000 units — produced by 19 manufacturers!” This 
pattern is common, and in many industries the fragmentation of the small 
Canadian market among a number of producers has the effect of frustra- 
ting the achievement of a better cost position. It is suggested in the study 
of secondary manufacturing industry that this relatively large number 
of producers may in part be traced to the fact that many firms in Canadian 
secondary industry are branches or subsidiaries of a United States parent 
company. In fact, in many secondary industries we have come close to a 
wholesale importation of the same firms operating in the United States 
(although, for the sector as a whole, less than one-third of output is prod- 
uced by firms controlled in the United States). These firms initially may 
take an overly optimistic view of their prospects. It appears, however, 
that sometimes United States corporations exhibit a considerably greater 
reluctance to close Canadian subsidiaries that are not paying their way 
than similar branches in the United States, probably because of long-term 
optimism about the growth of the Canadian economy, although (as sug- 
gested to us by several manufacturers) loss of face in the larger arena 
of American business may also be a factor. Another consideration undoubt- 
edly is that the closing of a United States branch is a much simpler 
operation and involves no interruption in the flow of the firm’s products 


to the area. 
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Despite the many similarities in corporate entities in Canada and the 
United States, however, the organization of production is very different, 
and these differences probably reveal more of the reasons for our rela- 
tive lack of concentration of industry than the existence of a widespread 
relationship of parent to subsidiary. In comparing Canadian plants with 
similar ones in the United States, one is struck, along with the differences 
in sheer size, by the fact that the Canadian plant in most cases produces 
a much greater variety of products in relation to its output. This appears 
to be equally true for Canadian-owned plants and subsidiaries of United 
States companies. This diversification of production in Canadian plants 
is again a reflection of the much smaller market here than in the United 
States. As witnesses pointed out to us frequently, the advantage of a large 
market may be derived more from the fact that it permits a higher degree 
of specialization than from the building of a larger plant. One of our 
large rubber companies, for example, produces 600 different sizes of tires 
in one plant compared to a small fraction of that number in most United 
States plants.? 


It is thus fair to conclude that in most secondary industries we have 
an appreciably greater number of producers for the size of our market 
than the Americans, and production is carried out in much less specialized 
plants, all of which accentuates the cost disadvantages of the Canadian 
manufacturer. The extent of the handicap will of course vary widely 
from industry to industry and indeed from product to product, and it 
is beyond the compass of this report to try to provide detailed estimates 
— readers are referred to the various studies. It is appropriate for us, 
however, to try to suggest some of the reasons why our secondary industry, 
given its market handicap, might still be able to produce goods more 
cheaply than it does. 


To some extent, the diversification and lack of specialization is an 
inevitable result of the decision to encourage a broader range of manu- 
facturing in this country than would have occurred in the absence of the 
tariff. But quite apart from this, there is clearly scope for the development 
in the future of a more rational system of production and specialization. Of 
the impediments to this development, one frequently heard is that the Can- 
adian manufacturer must diversify to obtain a large enough volume to 
keep down overhead costs. Moreover it is argued that the Canadian con- 
sumer is conditioned by advertising to expect the same degree of choice as 
his American counterpart, and in a market such as this it is not likely that 
competition would lead to the concentration of an industry into the hands 
of one or two producers. Also many manufacturers suggest that to do busi- 
ness they must carry and produce a wide range of products which require 
them to diversify more than they feel is desirable. This may in part be due 
to the fact that the Canadian market may not be large enough to make pos- 
sible the more specialized distribution facilities existing in the United States, 
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where a wholesaler may build up his line by buying from many specialized 
producers. On the other hand, it is suggested by some that it is the lack of 
specialization in production which has prevented the development in 
Canada of this American type of wholesaling organization. 


It is sometimes suggested that manufacturers in this country are able 
to establish their selling prices behind the protection of the tariff, thereby 
limiting competition and permitting the least efficient producers to remain 
in business. Such an allegation would not seem to be justified according 
to the findings contained in Canadian Secondary Manufacturing Industry, 
from which the following quotation is taken: 


“We find it difficult to believe that tariff-protected price agree- 
ments are prevalent enough to have a significant inhibiting effect 
on competition and specialization generally. Although the decision 
to encourage secondary industry in Canada has involved some 
degree of tariff protection and has encouraged a wider diversifi- 
cation of manufacturing production than would otherwise have 
occurred, this does not mean that all protected industries are free 
from price competition either within the country or from imports. 
It is true that in the abnormal period of the ’thirties and ’forties 
the tariff and exchange restrictions may have hindered the develop- 
ment of a fully competitive market, but the post-war reductions 
in tariffs, the expansion of the Canadian market, and the increa- 
singly competitive attitudes of management have combined in 
recent years to intensify the degree of competition in almost 
all secondary industries.’’ 


Several manufacturers suggested that diversification is “safer”. The 
specialized producer may find himself at the mercy of one or two buyers 
who may threaten to switch to readily available imports; some buyers 
may not wish to tie themselves to a single Canadian producer, even at 
some concession in price; with rapid technological changes the Canadian 
specialist has much less scope than an American producer for switching 
into new products should his specialty become obsolete. Other manufac- 
turers expressed the view that the specialist exposes himself to the charge 
of being a monopolist, and, if not prosecuted, at least subject to a measure 
of public disapproval. Since there is a considerable measure of specialization 
now in such industries as chemicals, this appraisal of the consequence of 
specialization may be entirely unwarranted; but it is a view that has 
wide currency. 


Although some of these arguments are of questionable validity, there 
is no denying the fact the Canadian secondary industry is a good deal 
less specialized and concentrated than consideration of productive efficiency 
alone would appear to warrant. It is true that during the past two decades 
the rapid growth of the Canadian market and the increasingly compe- 
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titive business environment has improved the relative cost position of some 
Canadian producers as evidenced by a slight decline, until recently, in the 
import share of the market for products of secondary industry. Moreover 
many witnesses cited the relative improvements in their costs over the past 
20 years as compared with their American parent. In some cases the diffe- 
rentials have narrowed quite remarkably.® Nevertheless, the cost disadvan- 
tages arising from our smaller volume and the less specialized nature of our 
production are still very significant and the improvements which have 
occurred have only in a few industries been marked. Small volume and 
less specialized production are the main reasons why output per man-hour in 
Canadian secondary industry is some 35 per cent to 40 per cent below 
that of the United States. 


Canadian Wage Levels 


If scale is the main problem for our manufacturers in competing with 
imports from the United States, the level of Canadian wages to some 
extent neutralizes the disadvantage. It has been estimated that wages in 
Canadian secondary industry are some 25 per cent below those in the 
United States, reflecting a roughly equivalent difference in the per capita 
productivity of the two economies. The fact that the difference in product- 
ivity in secondary manufacturing is greater than the gap in wages, however, 
means that in this sector unit labour costs tend to be higher in Canada 
than in the United States. 


The converse is true in respect of competition from overseas countries, 
which are in a somewhat similar relation to Canada as we are to the 
United States. Although the level of wages in these countries is lower 
than in Canada — and in some very much lower — so is their average 
productivity. That overseas competition is not more severe is due to the 
fact that the great majority of our secondary industries lend themselves 
to the use of highly mechanized processes and advanced techniques not 
generally available overseas. Our ready access to American capital, tech- 
nology and research gives us a significant advantage over most overseas 
producers in the secondary industry sector. With the exception of those 
products in which large amounts of relatively unskilled labour are an 
important part of final selling prices, Canadian unit labour costs in second- 
ary industry are generally below those in overseas countries despite their 
much lower wages. It is of course in products with a high labour content 
that the main burden of overseas competition is felt by Canadian secondary 
industry. The difficulties in these industries, however, can best be under- 
stood as a product of the competition for labour between various Can- 
adian industries. In boom times, such as the past decade, industries 
where physical output per man-hour is increasing rapidly (or where the 
price of the commodity produced rises faster than the general price level) 
are enabled to pay higher wages and attract workers from industries less 
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fortunately situated. These latter industries can retain their labour by 
paying the going rates, but this increases their costs and compels them to 
raise prices, exposing them to increased import competition. For these 
industries, the villain of the piece has not really been the low-wage 
overseas producer but the rapidly expanding, high-productivity industries 
in the rest of Canada. Thus we have the paradox of the depressed industry 
in a prosperous economy. 


The wage competition for these depressed industries since the War 
has not come only from the primary industries such as mining and pulp and 
paper, from construction, transportation and service industries, but from 
those secondary industries which have raised their productivity substan- 
tially — primary iron and steel, chemicals and electrical equipment. The 
successful expansion of these and other secondary industries serves to 
illustrate that the very efficiency of most Canadian manufacturers in the 
use of complex production processes and modern machinery and their 
willingness to adopt new techniques and products have combined to de- 
velop a high-productivity, high-wage secondary industry. This has caused 
low-productivity, labour-intensive production to become increasingly ex- 
pensive in this country, not only as compared to the resource industries, 
but also to the other and more profitable opportunities available to Can- 
adian labour and capital within the secondary manufacturing sector itself, 
In fact, this process can be seen at work even within individual secondary 
industries; for example, the efficient mass production processes used by 
the largest part of the rubber industry have contributed to the raising of 
Canadian wages to a level that cannot be paid by the low-productivity 
Jabour-using rubber footwear producers without incurring serious import 
competition. 


This competition of industries for labour is just another way of 
looking at price competition, and is thus a reflection of comparative 
production costs here and abroad, and of the ability of individual indus- 
tries to compete with imports. As already noted, the process involves all 
sectors of the economy, including the rapidly expanding service industries, 
and has brought about a marked decline in the percentage of the popu- 
lation engaged in marginal agriculture, fishing, and other less productive 
activities in Canada. It is, in brief, the mechanism by which change and 
adjustment are brought about in a dynamic economy. The very existence of 
high-productivity, high-wage labour exerting constant pressure on costs 
has undoubtedly intensified this competition by impelling manufacturers 
to improve their management techniques and to replace high-cost labour 
by increasingly efficient production processes and machinery. 


In this sense the rising “cost” of Canadian labour since the end 
of the War has been a stimulus to industrial productivity; yet it is true that 
Canadian labour has become increasingly “high-cost” to those secondary 
and other industries which have not kept pace with the rest of the 
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economy in raising their productivity. Those secondary manufacturing 
industries most affected by this process in recent years have been those 
with a high labour content in the production process; unmechanized 
labour is unproductive and costly. The number of such labour-intensive 
industries or branches of industries is however small in the Canadian 
secondary manufacturing sector, and is continuing to decline as more 
modern production methods gradually replace Jabour-using processes in 
these industries. This is supported by the fact that imports from low- 
wage overseas countries amounted to only one-sixth of secondary manu- 
factured imports in recent years, equivalent to some 3 per cent of 
total consumption of secondary manufactured products in Canada; both 
figures are considerably below their 1929 levels. It should not, however, 
be thought that the failure of some secondary industries to mechanize 
their operations is necessarily due to a lack of effort to do so. The president 
of a large Canadian rubber company, for example, pointed out that 
extensive research and development work on mechanization of methods 
had been carried out in the rubber footwear industry for many years, but 
the manufacture of parts for rubber footwear had proved very difficult 
to mechanize.® It might be noted, however, that if the market for such 
labour-intensive products is large enough, it may be possible to apply 
entirely new production processes which reduce the high labour content 
of more traditional methods of manufacture. In some cases, therefore, 
the scale of operations in Canada contributes indirectly to the higher 
costs of production of labour-intensive industries and processes in this 
country by limiting their ability to become more capital-intensive. In 
such cases, import competition tends to come more from the United States 
than from overseas countries. 


We have outlined briefly what we believe to be the two greatest 
handicaps our manufacturers face jn meeting foreign competition. In 
those products which are mass produced the small size and excessive 
division of our market tend to make Canadian manufacturing costs 
higher than those of the United States, despite the higher level of United 
States wages. In manufacturing processes which are difficult to mechanize 
our manufacturers face competition from the low-wage overseas countries. 
Nevertheless, we do not mean to suggest that these two hazards are a 
Scylla and a Charybdis between which our manufacturers can manoeuvre 
only with great difficulty. On the contrary, and as the record of growth 
indicates, the Canadian manufacturer has many advantages in meeting 
foreign competition in the Canadian market. In the first place he is already 
here, and the buyer is prejudiced in his favour; availability of advice, 
servicing and parts, lower transportation costs and a rapid delivery all 
are factors in the competitive equation. More important, perhaps, is the 
Canadian tariff, which provides most of Canadian secondary industry 
with some measure of protection from foreign competition. The extent of 
this protection varies widely from industry to industry and product to 
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product. For most secondary industry products the level of tariff pro- 
tection runs between 10 per cent and 25 per cent. 


Other Cost Factors 


There are other factors, of course, which affect the competitive 
position of Canadian industry and which may in some instances have as 
important an effect as the two we have just cited. Costs of manufacturing 
materials and machinery are higher in Canada, which is essentially a re- 
flection of higher costs of manufacturing in Canada and the tariff on 
imported goods; it is really a function of the problem of scale and special- 
ization. On raw and unprocessed materials, on the other hand, Canadian 
producers appear to be at no net disadvantage. Freight rates also appear 
to be little different than those in the United States, although the cost 
of supplying a population living in a long narrow strip of land across 
the continent undoubtedly raises over-all transportation costs to the Can- 
adian producers; this again is in part a function of the smaller size of 
our market. The United States market is large enough to permit a degree 
of geographical decentralization of production which is simply not feasible 
in Canada. This is a particularly difficult problem for the Canadian manu- 
facturer in serving markets on either coast. At the same time, he has 
some natural freight advantages in the central Canadian market, and it is 
difficult to determine where the over-all balance of advantage lies. 


The Canadian climate, with its adverse effects on construction costs 
and seasonality of demand and employment, has been suggested as a 
factor which raises relative costs in Canada. Against this is the fact that 
competing United States industry is subject to similar if not quite so 
severe winter weather, and in addition to more severe summer _ heat. 
The greater seasonal swing in our construction industry inevitably raises 
costs. Clothing manufacturers also have somewhat greater problems 
of seasonality than their United States competitors; the earlier United 
States season means that by the time the Canadian season is at its height 
the American manufacturer may be disposing of his left-over stock on an 
“end of line” clearance basis in Canada as well as in the United States. 


Close to one-third of Canadian secondary industry on an output 
basis is controlled in the United States, and in such important industries 
as automobiles and parts, rubber products, electrical apparatus, chemicals 
and oil refinery between 50 per cent and 98 per cent of total output is prod- 
uced by United States controlled companies. Canadian subsidiaries can draw 
on the parent for the results of their research, engineering and process 
development, and for design and complex parts, as well as for capital, 
management, advice, staff training, and skilled technicians. In many of the 
functions carried out by the United States parent such as research and 
development the economies of scale are very large and the work could 
not be duplicated by the Canadian subsidiary at any reasonable price. 
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Access to the parent neutralizes some of the greatest cost disadvantages 
Canadian producers suffer as a result of their small market, particularly 
with respect to complex parts. On the other hand, it is argued that the 
ease of access to American resources inhibits the development of research 
in Canadian industry and hence slows our growth. The whole question of 


foreign investment in Canada and its implications is discussed in Chapter 
18. 


It is sometimes suggested that American management is better than 
Canadian, which confers an additional competitive advantage on United 
States producers. Any international comparison of management ability is 
difficult to make, but it does appear the greater opportunity for diver- 
sified training and experience in the United States, and the relative scarcity 
of managers in Canada, tend to tip the scales in the direction of United 
States industry. Still, if a gap remains, it is much narrower than it was 
20 years ago, and it is continuing to close. It is sometimes suggested 
also that the attitudes of labour in the United States have been somewhat 
more receptive to technological and other changes in the past than has 
been the case in Canada and that this has adversely affected the position 
of Canadian producers. This again is difficult to prove one way or the 
other. Costs of borrowing money are higher in Canada. Profits in relation 
to sales or net worth also appear to be slightly lower in Canada than 
in the United States. In any event, since interest rates and profit margins 
are a relatively small fraction of manufacturing costs, small differences 
here are not likely to have a very significant effect on the relative cost 
position of Canadian industry as a whole, although they may be quite 
important in particular industries. 


Some industries have been affected more than others by post-war 
reductions in effective levels of tariff protection. But on the whole the 
sharply different performance of the various industries has not been due 
to differences in the levels of the tariff protection. Of course, there have 
been instances where increases in effective protection have helped to 
stimulate the expansion of some industries; government purchasing policies 
respecting the aircraft and electronic industries are a case in point. But 
generally it has been fundamental economic factors, not differences in 
tariff treatment, which have caused some industries to lag at a time when 
others have been growing rapidly. 


The record of growth reflects the emergence of this country as an 
increasingly versatile, skilled, and rich industrial nation. This has raised 
the productivity, and thus the wages, of labour to a level that cannot be 
paid successfully by the high labour-content industries. However, the 
great majority of our secondary industries have been able to adapt 
their operations successfully to the accelerating pace of technological 
advance and mechanization and have enjoyed a healthy and vigorous 
growth. The sector as a whole has fully kept pace with the rest of the 
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economy in the post-war period. Moreover, most industries have slight- 
ly increased their share of the domestic market and improved their rela- 
tive costs over the longer term. This has been achieved in spite of increa- 
singly competitive conditions in Canada. While there are still a sizable 
number of complex products which cannot be manufactured here because 
of the small size of our domestic market, both the range of goods manu- 
factured and the degree of processing undertaken in this country have 
been considerably extended in the past two decades. 


Future Prospects 


Essentially the continuing growth of our secondary industry will 
depend on two factors, the future size of the market for its products and 
its ability to compete successfully for a reasonable share of that market. 
We have emphasized that Canadian secondary industry sells most of its 
products on the domestic market, and the projection of the Gross National 
Product for 1980 is thus in a very real sense the foundation upon which 
the estimates given in the study of secondary manufacturing industry are 
built. For purposes of that projection an average of the various Commis- 
sion Gross National Product forecasts for 1980 was used; the resulting 
figure is roughly three times the level in 1953 (the last year for which full 
manufacturing data were available). 


Looking first at the prospective nature of the expenditures which 
Canadians will be making in 1980 — on capital and consumer goods 
and services — there is no clear indication that the share spent on 
manufactured products will rise or fall. However, the experience of the 
past half century, during which manufactures have become steadily more 
complex and have absorbed an increasing share of consumption and 
capital expenditures, suggests that any change in the share would be 
upwards rather than downwards. Certainly there will be great changes 
in the demand for individual products, but if the economy is to be 
three times as productive there is no reason to believe that the demand 
for manufactures will be less than three times as great as it is now. 


The second important variable in forecasting the future development 
of our secondary industry is the share of the available Canadian market 
which it is likely to obtain. Here the test will continue to be the ability 
of our industries to improve their costs relative to those of their foreign 
competitors. Some industries, of course, are shielded from foreign compe- 
tition by such forms of natural protection as high transportation costs, 
as well as by the tariff, and these industries might be expected to grow 
with the demand for the commodities they produce. At the same time 
the pace of technology is such that few products will escape competition 
from substitutes of domestic or foreign origin. 


For most secondary industries the effects of the smaller market will 
continue to be the principal competitive handicap. As the Canadian market 


SECONDARY MANUFACTURING INDUSTRY 


expands rapidly, it might normally be expected that the ability to obtain 
the maximum economies of scale will also increase. Post-war trends, which 
show a gain in the competitive position of most Canadian industries 
manufacturing mass-produced items such as consumer durables, support 
this conclusion. But the view that as our market grows the handicap 
of scale will necessarily decline should not be accepted too readily. Our 
manufacturers are really chasing an objective which is not stationary but 
moving, and it may be that the current surge of technological innovation 
— “automation” in all its forms — will result in the optimum size of 
production units growing faster than the growth in our market. Certainly 
the evidence presented to date is conflicting; in some products such 
as television sets the efficient size of manufacturing units has increased 
sharply in recent years. In other products, such as primary steel, the 
new techniques would appear to have made economic much smaller 
production units than were heretofore possible. However, we have con- 
cluded that on balance the net impact of the prospective growth of the 
Canadian market and technical change will be to bring about further 
improvement in the relative cost position of our secondary industry. 
Such gains as may occur, of course, will depend in part on the structure 
of industry that develops. If in many industries we continue to have an 
excessive number of producers dividing up the relatively small Canadian 
market, our prospective gains from market growth could largely be dis- 
sipated. 


We feel less optimistic about how our industry will fare in competing 
with overseas producers of labour-intensive products. The gap between 
North American and overseas productivity and wages has widened since 
the War; a reversal of this trend appears unlikely, which means that 
more and more the thrust of overseas competition is likely to affect 
commodities with a high labour content, which are not readily adaptable 
to mechanized technique of production, and which are not sheltered 
from foreign competition by such forms of natural protection as high 
transportation costs, business and consumer preference for North American 
products, differing engineering standards, speed of delivery and avail- 
ability of parts and servicing. At the same time such products will be 
increasingly subject to competition from cheaply mass-produced substi- 
tute products. In effect, labour-intensive products will constitute a relatively 
less important part of the total consumption of manufactured goods, and 
the Canadian manufacturers’ share of this declining market may be expected 
to fall. However, national prosperity should be judged not from the point 
of view of any one or even several industries, but from that of the economy 
as a whole. 


There is another factor to be considered, one which up to the present 
has been relatively unimportant — export markets. As we have pointed out, 
only about 6 per cent of our total secondary output is exported. Given 
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a continuation of the kind of a trading world we have seen since the 
War, an expansion of that percentage seems unlikely. The prospect for 
exports of manufactures to overseas countries does not appear promising, 
since any easing of their exchange position would probably be reflected in 
larger purchases of Canadian primary products rather than of secondary 
manufactures. If there should be some reduction in United States tariffs 
against manufactured goods, some of our secondary manufacturers may find 
markets for their products in that country. Our forecasts, however, are based 
on the view that in the main it will be the domestic market on which 
our secondary manufacturers will have to base their operations in the fore- 
seeable future. 


To sum up, we expect that the principal factors affecting the growth 
of secondary industry will be the expansion of the domestic market and 
the improvement in the competitive position of our producers. While we 
would expect some small decline in the import share of the aggregate 
Canadian market for all secondary manufactured products consumed in 
Canada, in those industries where operations cannot readily be mecha- 
nized import competition may become more severe. The secondary in- 
dustry study makes some attempt to translate these tendencies into 
arithmetical projections, and concludes that in 1980 the output of second- 
ary industry will be some 3% times as large as in 1955, and will form 
about 25 per cent of the total output of the economy, a slightly larger pro- 
portion than it does today. 


Employment and Productivity 


What this rate of growth would mean for employment will depend 
upon the increase in productivity in the individual industries in the sector, 
broadly defined as output per man-hour. In the secondary industry study 
an attempt was made to develop a projected rate of annual productivity 
improvement for the whole sector, based largely upon the performance 
of the individual industries in the post-war period. These calculations 
suggest that we may expect to see an annual rate of increase in productivity 
in secondary industry of some 34% per cent, which is somewhat higher 
than the average of the two assumptions about productivity for the 
private non-agricultural economy used in preparation of the Gross National 
Product forecasts contained in this report. As productivity improves through 
greater mechanization and better techniques, a smaller working force will 
be required to produce the same volume of output. Of course, employ- 
ment will also be affected by the average number of hours worked each 
week; this figure has been falling steadily, and if it continues to decline, 
as we expect, this would in part counteract the effect that increased prod- 
uctivity would have on reducing the requirements for labour. For pur- 
poses of the projections it was assumed that the decline in hours worked 
will be the same in secondary industry as predicted for the private 


SECONDARY MANUFACTURING INDUSTRY 


non-agricultural economy, or about 18 per cent over the twenty-five-year 
period. 


We hesitate to comment on the degree of confidence that can be 
placed in the productivity projections. The field of productivity calculation 
is pitted with all kinds of conceptual and statistical difficulties, and 
there has been in fact a great deal of disagreement about the extent of 
our productivity gains in recent years as well as about the methods used 
to calculate them. Needless to say the area of possible disagreement about 
projections into the future is much greater. Nevertheless, the pressures 
of competition tend to bring about productivity gains by increasing the 
incentives to mechanize. Those segments of an industry which are able 
to improve their productivity and competitive position by the use of new 
equipment and manufacturing techniques will be much better able to 
expand than the industries which cannot. In effect, any industry which 
lags very far behind the rate of productivity increase achieved by the 
economy as a whole, even if it is protected from competitive forces by 
natural protection or by government policy, ‘will find itself losing ground. 


On the basis of the above assumptions about output, productivity, and 
the length of the work week, the estimated secondary industry employ- 
ment total in 1980 would be about 1,900,000 compared with around 
1,100,000 today, although the share of the total labour force employed 
in secondary industry would be roughly the same as it is now. Gross value 
of production would be over $40 billion compared with $12.3 billion in 
1953. As might be expected, the greatest rate: of increase is predicted for 
those industries which have grown the fastest in recent years, and which tend 
to be capital-intensive and technologically complex — chemicals, electrical 
and electronic equipment, rubber products, oil refining are examples. These 
industries have been characterized by the development of new products, 
by a rapidly growing demand for their products, by a high rate of annual 
increase in productivity and in general by an improvement in their share 
of the domestic market. On the other hand, industries with a slower pros- 
pective rate of growth tend to be more labour-intensive and characterized 
by lower rates of productivity gain, which may be expected to expose 
them to increased foreign competition. The figures of course refer to 
industries as we know them today. With boundaries between industries 
becoming increasingly blurred, it may be very difficult in 1980 to draw 
clear lines of industry demarcation. For similar reasons the growth pros- 
pects for any individual firms cannot be predicted on the basis of the 
prospects for the industry in which it now finds itself. 


We see no reason. to expect any important change in the present 
concentration of secondary manufacturing in Southern Ontario and Que- 
bec, although certain urban areas outside these two provinces, particularly 
in the four western provinces and to some extent in the Atlantic area as 
well, will continue to attract new secondary industries to make use of 
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natural resources or as a result of population growth. However, we believe 
that, because of the importance of achieving maximum economies of 
scale, secondary industry will continue on the whole to find it advantageous 
to locate as close as possible to the centre of the Canadian market. Supply 
of skilled labour will be an increasingly important factor in the location 
of industry; and manufacturers may continue to find the large metro- 
politan areas more attractive from this point of view, despite such 
offsetting disadvantages as higher wages and traffic congestion. Finally, 
industry tends to be reluctant to move from established locations unless 
the incentives to do so are considerable. There will be exceptions, of course, 
but most of the studies and most of the briefs of individual industries seem- 
ed to support this general conclusion. 


The mechanization and growing capital-intensity which will accompany 
the expansion of secondary industry, together with the increasing complexity 
of the machinery and electronic regulating devices, inevitably will result 
in a continuing rise in the demand for labour with specialized skills and 
for trained management personnel. The problems arising out of these 
needs are dealt with elsewhere in the report. It is, of course, essential 
to the welfare of the sector that these problems be resolved. Otherwise short- 
ages in the supply of managers, engineers and skilled technicians might pre- 
vent it from achieving as rapid a rate of growth as we predict for it. 


Summary and Conclusions 


The picture we have presented here of the developments we expect 
in secondary industry over the next twenty-five years is abbreviated 
and subject to many qualifications. Nevertheless it is reasonable to assume 
that profound changes will not occur in the nature of the economic forces 
which have shaped the growth of secondary industry for the past few 
decades; our optimism about the future of secondary manufacturing 
industry is perhaps coloured by the way it has grown in importance in 
the economy in the past quarter century. At the same time we should not 
like to minimize the fact that the prospective growth will not be shared 
equally by all industries, and that indeed the future may present some 
secondary industries with serious problems. Even those industries which 
we expect to grow more rapidly than the average will continue to face 
the handicap of producing for a relatively small market. The achievement 
of the kind of growth in secondary industry that we expect, however, is not 
something that can be assumed to occur automatically. Secondary manu- 
facturing industries will have to continue to show a vigour and enthusiasm 
for adopting new products and techniques at least equal to its performance 
over the last decade. 


It would seem logical to us that industry should be encouraged to 
organize itself as efficiently as possible to serve the relatively small 
market in this country. We have said that one of the problems facing 
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the industry is the excessive division of the market, which has aggravated 
the problem of scale for each of the firms involved. A reduction in the 
number of firms in many industries, with production concentrated in 
fewer but more specialized plants, could lead to lower costs of production 
and hence to lower prices for the consumer. A number of manufacturers 
have suggested that they would welcome developments along these lines, 
but they believe that a reduction in the number of Canadian producers 
of any important product might expose those who remain to prosecution 
under the Combines Investigation Act. Whether or not such would 
be the case is difficult for us to judge, but it is a view which is fairly 
widely held. In the circumstances, we suggest that the Restrictive Trade 
Practices Commission, in judging whether or not any concentration of 
production in fewer hands is in the public interest, should give considerable 
weight to the importance of secondary industry achieving the maximum 
possible economies of scale. Moreover, if the combines legislation as 
presently drafted stands in the way of a desirable concentration of prod- 
uction, then consideration should be given to some modifications in the 
Act. 


We are fully in accord with the principle that monopolies and cartels 
should be effectively policed, but it is a relevant consideration that few 
secondary industries anywhere in the world are exposed to such severe 
important competition as that experienced by Canadian industry. This 
import competition provides some safeguard against exploitation by 
domestic monopolies or cartels. 


Having in mind the increasing need of secondary industries to mecha- 
nize their operations, if they are to remain competitive, we suggest these 
industries be allowed to write off over a very short period their capital 
investment in machinery, equipment and factory buildings. (While this 
is suggested to encourage secondary industry to keep its equipment and 
factory buildings modern and up-to-date, such provision could also be 
applied to other industries.) We believe this would be a useful and 
effective incentive for reducing costs and increasing the ability of secondary 
manufacturing industries to compete successfully with imported products. 
And as the capital assets of the industries in question can only be depre- 
ciated once for tax purposes, there should be no appreciable loss in 
government revenues over a period of years. The timing of such measures 
intended to assist the manufacturing industries would, of course, be of 
importance. Their implementation would need to be reconciled and inte- 
grated with other policies designed to stimulate or to restrain economic 
activity throughout the country. It would also be of considerable help 
in some manufacturing industries if large buyers, including all levels 
of governments, the railways and public utilities, made a practice of 
discussing their prospective requirements and their capital expenditure 
programmes well in advance of the actual placing of orders. Closer liaison 
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of this kind would make possible a more efficient Spacing of production 
and would lead to lower production costs. It would also be desirable, in our 
opinion, in view of the growing size and complexity of Canadian manufac- 
turing operations, to increase the number of officials in the Federal Govern- 
ment service having detailed knowledge of manufacturing industry. In 
this way, liaison between government and industry would be improved 
and more information about the position and problems of the manufac- 
turing sector would be available to the Government. 


Me 
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FEW PEOPLE HAVE noticed the way the service industries have been 
growing. Other sectors of the economy continually dazzle us with their 
array of achievements — vast sources of energy harnessed, fabulous min- 
eral wealth laid bare, broad links of communication forged, innovations 
which revolutionize production, and ingenious wares to satisfy our needs 
and pamper our fancies. Sometimes, too, these sectors catch our eye 
because they raise problems which make them the object of public policy. 
But the service industries, which do not mine, generate, grow, or manu- 
facture a product, seldom shout their advances and rarely become a 
preblem for legislators. Yet this sector includes a larger share of our 
working force than any other sector of the economy, and this share 
has been growing rapidly. Table 13.1 outlines the various occupations fall- 
ing within the term “service industries” (as defined and presented in the 
special study of them that has been prepared for us*) and summarizes their 
growth in terms of numbers employed from 1881 to 1951. Throughout 
the last three-quarters of a century, the service industries have increased 
their manpower at a rate that has averaged 3.5 per cent yearly, so that 
they now employ more than 35 per cent of the total labour force compared 
to 15 per cent in 1881. For the services to have grown so much is in 
keeping with what is happening in advanced countries all over the world, 
where workers are being drawn toward this sector. It is a growth that is 
connected with profound changes in our way of life — our tastes, our 
educational level, our habits of work and play, our urbanization, our 
technology, our increasing interdependence, our rising standard of living. 


Recent Growth and Change in the Service Industries 


This growth, for all its obscurity, has been one manifestation of a 
social transformation which has changed the face of Western society, 
and as in all such upheavals it is difficult to disentangle causes and 
effects. Still, there are a few clear trends which account in part for 
the expansion of the services, though this expansion in turn has often 
added new impetus to these trends. There has been a greater demand 
for services as our wealth and knowledge have grown. The increase in 


* It should be noted that the occupational coverage of the special study on The Service 
Industries and of this chapter does not coincide with that adopted in a more general study 
prepared for us on Output, Labour and Capital in the Canadian Economy and used elsewhere 
in this report, notably in Chapter 17. 
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the production of manufactured goods has resulted in a larger demand 
for the services of the distributive trades, of the financial world, 
and of some professions. Increased knowledge means that many tasks 
which were formerly carried out by non-specialists are now sufficiently 
technical that they are better given to specialists who often fall within 
the service classification. It also means that more people are needed in 
education to pass on this greater store of knowledge. On the supply side, 
there are reasons why workers are attracted to this sector, despite a 
level of pay which is often lower than they could obtain elsewhere. Some 
jobs in the service industries are attractive to certain workers because 
they make small intellectual or small physical demands. On the other 
hand, many other workers come into this sector just because they can 
find jobs here which will make greater use of their talents and training. 
The conjunction of these —- and many other — forces of demand and 
supply explain in some measure why the services have expanded so 
greatly. We shall now see how the services have changed during their 
expansion. 


One of the most important changes has been in the structure of 
the service industries. It used to be that almost all the undertakings in 
this sector — except a few such as wholesaling and finance — were 
the work of small independent proprietors and partnerships. If a new- 
comer with a small amount of capital, a very little knowledge of the 
trade, a spirit of enterprise and a desire to be on his own wanted to 
establish himself in the service industries, he had a good chance of suc- 
ceeding. But now signs of bigness are appearing which make the position 
of the newcomer more difficult. The size of the average business unit 
in the service industries has increased considerably, and the growth of 
some firms has been astonishing. Groceries, drug stores, department stores, 
moving-picture houses, newspapers, hotels and many other activities which 
were once almost the preserve of the small businessman, are now often 
part of vast chains of similar businesses. Other types of business which 
are not usually organized into chains have notwithstanding increased 
their size. Independent proprietors now own larger firms than they used 
to; the expansion of the government service is common knowledge; part- 
nerships in the professions are becoming more usual, and the size of part- 
nerships is growing; and looser associations of independent firms are being 
formed which, though they may sometimes prolong the life of the small firm, 
are more often the beginnings of larger single firms. In the face of com- 
petition from such large units, the small and independent businessman has 
been hard pressed, and has sometimes had to yield. The newcomer, who 
must buck the experience, the economies of scale, and the easier access 
to capital of the larger and established firms, thinks more carefully before 
going into business in this sector; he knows that he will have to be shrewder 
than his predecessors. 
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A new breed of workers is appearing, too. They are skilled in the 
operation of power laundries, in medical art, in running electronic com- 
puters, in market analysis, in arranging safaris into Central Africa, in 
coining advertising slogans, and in countless other jobs which used to 
be carried out — if at all — in a much less professional manner. Very 
often, they have acquired their skills in the course of doing a job that 
is more specialized than in the past; they have therefore become expert 
in one part of the activities of their firm instead of looking after a number 
of jobs and doing none of them so well. But these skills may also have 
been learned through more formal training. Sometimes they paid for their 
own training in one of the many types of schools which cater to the need 
of the service industries for more skilled personnel. Or they may have been 
trained by an employer at his expense in one of a growing number of “in- 
plant” training programmes. As this sector becomes more specialized 
and technical, they are finding that such training is more and more 
important to their work. Trade unions find that it is now easier to organize 
workers in the service industries. When the units of business were smaller. 
and the workers mostly unskilled and transient, union organizers had 
little success. But now, with the coming of larger firms and highly skilled 
personnel, it has been easier to persuade workers to join unions and 
to persuade management to negotiate with the unions. Already, more than 
12 per cent of workers in the service industries, as we have defined 
them in this chapter, are trade union members and most of them are 
covered by collective agreements. In some special service industries more 
than half of the workers are organized; in the entertainment field almost 
all workers hold a union card and pay dues. We think that this trend 
toward unionization will continue, since the forces which underlie it — 
bigness and increasing skill or professionalism — will become, if anything, 
more compelling. 


But it would be misleading to say that the service industries are now 
or soon will be dominated by large firms, highly trained personnel, and 
trade unions. These are only the directions in which this sector is moving. 
Today in all but a very few service industries the man with little capital 
and little specialized knowledge still has a chance to succeed, and, al- 
though he may be more and more handicapped in certain types of 
business which will become the preserve of big firms, he will find a 
large range of ventures open to him in the future. True, only the large 
firms will be able to take advantage of some of the labour-saving inno- 
vations which we expect to occur in this field, and this will increase their 
competitive advantage over the small businessman. But we do not expect 
their advantage to be greatly increased in many cases. Many innovations 
will be adaptable for use in smaller firms; others will be made more flexible 
so that they can be used for a variety of smaller jobs instead of just one 
large job; and some will be as useful to the small firm as to the big. — 
Moreover, large and established firms with labour contracts, pension 
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schemes, and investments in plant and equipment, may sometimes find 
their movements restricted when they want to innovate, and this fact 
will favour the smaller firm. Thus although the importance of the small 
businessman will not be so great in the service industries as it has been, 
we expect him to continue to do a large share of the business in this 
sector, and to be more prominent here than in any other part of the 
economy. Nor will labour go so far as in other sectors in organizing its 
workers or in requiring mainly highly trained workers. Students, house- 
wives, transients, casuals, and unskilled people will contribute, as they 
always have, an important part of the manpower in this sector; and they 
will join a labour union less often than their fellow workers in other 
sectors. If the present trend is toward bigness and professionalism, this 
trend has barely begun, and, we think, will never be completed. 


Although the service industries have been growing they show one 
surprising feature: in relation to other sectors of the economy they are 
contributing about the same proportion of national income today as in 
1926, while the number of persons employed in these industries has risen 
substantially. The study prepared for us on The Service Industries shows 
that in the intervening years their contribution has fluctuated widely, con- 
tributing more than half of our national income in 1931, while 20 years 
later, in 1951, their contribution was a little more than a third.! Of course, 
the absolute amount of income originating in the service industries has 
been increasing over the years. This was inevitable with more and more 
people employed in this sector. However, employment and remuneration 
in the service industries both respond less quickly and less markedly to 
economic fluctuations, and thus are higher than the general average in bad 
times. In 1931, a depression year, therefore, it could be expected that 
employment and remuneration would fall off less in the service industries 
than in the country at large. There is, it seems, a deep-lying trend that 
dictates that the service industries will employ more and more of our 
working force and at the same time not increase their relative contribution 
to our national income. 


For the services have failed to increase their productivity as quickly 
as other sectors. The Canadian labour force as a whole has become much 
more productive in the years since the War. But this is a composite 
increase in productivity, which is made up of very disparate parts. In 
agriculture and the resource industries the increase has been most pro- 
nounced and in secondary industry it has been about average. In the 
service industries, however, as far as one can tell the rate has been less 
than average. We do not have to look far to find the reasons for this 
disparity in changes of productivity. Since the Industrial Revolution, 
agriculture and industry have benefited from countless innovations designed 
to perform the traditional tasks with less manpower or to perform new 
tasks which were previously impossible or uneconomic. The application 
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of these inventions has been the cause of rapid increase in productivity in 
these sectors. But the services have not been so blessed. Many of the 
jobs in the service industries are today almost as tedious as they were in 
centuries gone by. To write a newspaper article takes about as long today 
as it ever did. University graduates are not more easily produced now 
than they were in the old days. The writing and producing of a stage play 
must involve as much effort and worry today as in the eighteenth century. 
For it is of the very stuff of many of the service industries that they call, 
more than other sectors, on talents which only human beings can give; 
imagination, a sense of humour, taste, creativeness, judgment . . . and just 
the personal touch. As yet these services are not offered by machines in a 
satisfactory way; we doubt that they ever can be.® 


To be sure, there have been many advances — some of them striking. 
New skills, new methods of organization, and new inventions have all 
kept productivity rising in the service industries, and in many fields the 
changes have been revolutionary. The restaurateur devised the cafeteria 
to save labour in serving his customers. The doctor of today can cure 
many diseases in a fraction of the time his predecessors took, and can 
prevent others from occurring at all; with the help of new equipment and 
knowledge he can perform delicate operations which a few decades ago 
would not have been attempted. The accountant saves precious hours of 
skilled labour by organizing the bookkeeping systems of his clients so that 
checks are, to an important extent, automatically carried out. The whole- 
saler has found better ways of planning his warehouse and now uses 
machines for many jobs which were once manual. Almost every service 
industry has changed greatly since the turn of the century. And if, in 
certain service industries, it has not been possible to increase productivity 
significantly, there have often been technological improvements which 
have enabled us to by-pass these areas. The live entertainment industry 
has not been able to increase its productivity very much, if at all; but 
moving pictures, records, radio, and television have allowed a single 
performance to reach audiences all over the world, and to be repeated 
as often as wanted. Similarly, when it seemed difficult for barber and 
beauty shops to increase their productivity, new preparations and gadgets 
were invented which make it easier to shave beards, cut and wave hair 
at home. Laundries have lost trade to the home washing machine, espe- 
cially after the invention in post-war years of a variety of new materials 
which are more easily laundered. The decrease in the number of music 
halls, cinemas (as a result of television), barber shops, beauty shops, and 
laundries in recent years testifies to the failure of these industries to raise 
their productivity significantly; the functions of these industries are still 
carried out, but with the help of inventions they have been removed 
on a considerable scale from the service sector to the home. On the 
other hand, the rise in cost and deterioration of quality in many repair 
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services have led consumers to replace old shoes, cars, houses and many 
other goods with new ones sooner than they once did; and manufacturers 
are making their products out of materials which require repairing and 
servicing less often. In this case the function has shifted somewhat from 
the service sector back to the manufacturer. By and large, however, we 
have not needed to by-pass the service industries. They have kept their 
productivity rising enough so that their importance as a sector has in- 
creased, and we think they will continue to do so. 


But we would not want to paint in too extravagant colours the changes 
which will occur in the service industries by 1980. New skills, new methods 
of organization, and new inventions will continue to be devised which 
will perform the traditional tasks more efficiently and enable us to tackle 
new problems; the techniques which are already known will be used more 
widely. No doubt in certain areas the changes will be almost as dramatic 
as science fiction leads us to believe: electronic machines will, we think, 
run the more modern warehouses of 1980; process complicated data in 
banks and insurance companies which now employ large clerical staffs 
for this work; and perform simultaneously complicated bookkeeping 
operations relating to cost accounting, inventory control and invoicing. 
Thus, the machine, so long accused of degrading the worker and divesting 
his work of its individuality, is now liberating him from much of the mono- 
tony of humdrum tasks, and creating new tasks which will often be closer 
to the limits of his abilities. But we should not hope for too much. 
Innovations will not affect some sectors of the service industries; in other 
sectors it may prove practical to adopt them only in the larger firms; and 
in all sectors it will take time for existing and new techniques to filter 
from the imaginative and daring at the top down to the broad base made 
up of average and sometimes unprogressive firms. For these reasons we 
think that the changes in the next twenty-five years will be more often 
gradual than dramatic, and that they will not keep pace with changes in 
other sectors. 


Glimpses at Some Service Industries 


We have called attention in other chapters to the great diversity 
encompassed by certain sectors of the economy. Large differences in size 
of units, in profit margins and wages, in types of products, in methods 
of work, and in productivity lie behind over-all averages and trends; 
without being aware of these differences, we cannot fully understand what 
the statistics mean. This is perhaps more true of the service sector than 
of any other. Embracing the wholesale and retail trades, finance, insurance, 
real estate, community and public services, entertainment and recreation, 
the professions, and a host of other business and personal services — to 
mention only the broad classifications — the service industries can claim 
a variety which increases year by year. The result is that almost no general- 
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ization can be made about this sector without qualification. Our discussion 
in the previous section of the growth of the working force employed in 
the service industries is but one example. Although no trend is more 
evident than the flow of workers into this sector, many service industries 
have not shared in the expansion. Coopers, blacksmiths, peddlers, scullery 
maids, coachmen, and many other worthies have almost disappeared from 
our lives; and clergymen, lawyers, and dentists, who are still very much 
with us, have for one reason or another failed to increase their numbers 
as much as population. Even in those activities which have been growing 
most quickly, many individual firms have dropped out of the race; for the 
Service industries have the highest rate of failure in the economy, and 
failures are frequent in the expanding areas. If even the most obvious 
truths about this sector must be qualified, how much more cautious must 
we be of generalizations which are more obscure! 


To remedy in some small measure the oversimplification which comes 
from considering all the service industries together, we shall, therefore, 
look very briefly at a few of the more important activities in this sector. 
We have chosen the wholesale and retail trades, banking and finance, the 
professions, the government services, and the personal services. Although 
these parts of the service sector are here to stay, they are all undergoing 
changes in an effort to do their jobs more efficiently and to meet the new 
demands being made of them. It is with the nature of these changes that 
we shall be most concerned. 


a) Wholesale and Retail Trade 


The high costs of the wholesale and retail trades have from time to 
time attracted the curiosity of economists and the indignation of the 
public. In 1939, a study was published in the United States which claimed 
that 59 per cent of the amount paid by Americans for finished goods 
represented costs of distribution — what was charged for selling and 
transporting raw materials, capital goods and, finally, finished goods 
themselves.¢ We can think of no reason why, in 1939, distribution costs 
in Canada should have been a smaller proportion of the total expenditure 
on finished goods; and since that year the proportion has probably risen 
in both countries. For, as another study in the United States has shown, 
efforts to increase productivity in the distributive trades have not been 
crowned with as much success as in other sectors; in fact productivity 
has probably increased less than half as quickly as in manufacturing and 
agriculture.> With wages rising in this sector as elsewhere, the result 
has been on the average a constant — or even slightly widening — 
spread between the price charged by producers and that charged to 
consumers. Hence distributors have been accused of either profiteering | 
or backwardness. But in fact profits are seldom excessive in the wholesale 
and retail trades and, as we shall show, great enterprise has been displayed 
in keeping costs down and offering more varied services. 
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Although most Canadians have frequent dealings with the retail trades, 
few realize that the present abundance and variety of shopping facilities 
is of recent date. A hundred years ago, the standard retail outlet in Canada 
was the general store which sold under one roof all the needs of man 
and beast for a price that was open to spirited discussion and that was 
paid more often in kind than in cash. Since then retailers have been 
busy cutting costs or adding new services, so that the trade today has 
changed unrecognizably from its counterpart in the middle of the nine- 
teenth century. First to come were the department stores, which, though 
they were in some ways only an expansion of the general store, introduced 
several innovations which lowered costs: they abolished credit and pay- 
ments in kind in many cases; they sold only at one price; they dropped 
groceries from their range of goods; and they more often bought from 
manufacturers where their predecessors had bought through intermediaries. 
These economies allowed both the cutting of margins and the expansion 
of inventories in the remaining lines stocked. Soon afterward, the chain 
store made spectacular gains by carrying much farther some of the inno- 
vations of the department store — bulk-buying direct from manufacturers, 
greater volume sold at a smaller profit margin, and a further reduction 
of some of the more costly services provided to customers. The chain 
stores later began self-service stores which were able to lower margins 
still further because their sales staffs were greatly reduced. The mail 
order store also rose during the last century; by offering the service — 
paradoxically enough — of eliminating the need to visit a store to make 
a purchase, and by cutting margins through, first, doing away with the 
heavy costs of showrooms and, second, appealing to a national market 
instead of a local one and thus increasing volume, it was able to capture 
an important part of the wholesale and retail trade, especially in rural 
areas. The flow of population into the cities and the appearance of easier 
means of access from the country to the cities later reduced the sales of 
these stores and forced them into operating chain and department stores 
as well; but even today they remain important retailers in outlying regions 
and, to a surprising degree, in large cities too. Finally, the post-war era 
brought a rash of new forms of retailing to rival the old ones: surplus 
goods stores, shopping centres, warehouse sale and discount houses. 
These may cut costs by increasing their volume so that they can buy in 
bulk from manufacturers at reduced prices, thus eliminating the profits 
of intermediaries and lowering the overhead cost per sale. Or they may 
cut costs by offering the customer reduced services — no credit, no deli- 
very, no guarantees, no repairs, no showroom, or a limited choice. It 
is true that as each revolutionary form becomes established it often takes 
on some of the trappings of its conventional competitors: services which 
had been eliminated are brought back, and margins begin to rise. But so 
competitive and enterprising are the leaders in the retail trade that new 
types of retail outlets will certainly be launched whenever a chance of 
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cutting costs appears. If margins do not fall over the long run, it is be- 
cause the remaining costs are rising as quickly as productivity. 


Manufacturers have been scarcely less active in finding ways of chan- 
nelling their goods more efficiently to retailers and consumers. A few 
have found that their products — mainly sewing machines, vacuum 
cleaners, encyclopedias and brushes — can be sold with startling success 
directly to the consumer in his house. Manufacturers of goods used by 
large industrial and commercial companies have also sometimes been able 
to sell directly to users. But usually manufacturers have to channel 
their flow of production through a more devious network of distribution 
in which the consumer is serviced by a retailer, and the retailers and 
industrial users are serviced by one or several intermediary jobbers, brokers, 
commission agents, or wholesalers. In an effort to come closer to their 
users and simplify this network, manufacturers of many products have 
found it worth while to establish branch offices which distribute their 
own products. This results in lower costs of distribution in many cases, 
and also offers other advantages. Those who manufacture highly technical 
products find that their own trained salesmen understand the product 
better than other intermediaries, and can see how it can be adapted to 
the user’s special needs; those producing perishable or fashion goods find 
that the greater speed of a more direct distribution reduces the risk of 
loss; and those who turn out a large range of products, many of which 
would individually bring little revenue to a distributor, find that they have 
a tighter control of sales if they distribute through their own branches. 
Thus, although sales through manufacturers’ branches have been increasing 
for almost every kind of product and now account for perhaps a third of 
all sales by manufacturers, they have increased most spectacularly in 
chemicals and drugs, lumber and building materials, machinery, and pulp 
and paper products. 


The middleman has, therefore, been losing trade. Traditionally, he was 
dependent on the small retailers and the small manufacturers who needed 
intermediaries because of the limited scale of their operations: retailers 
were too small to buy in bulk directly from manufacturers, and these, in 
their turn, were too small to afford their own distributive network. But with 
the increase in the size of many units in both retailing and manufacturing, 
the middleman has been crowded on both sides. On the one hand, retailers 
are increasing their volume enough to reach back directly to manufacturers; 
on the other hand, manufacturers have expanded their own branch offices 
and are selling more of their output directly to retailers and commercial 
users. The middleman has thus ceded much ground that was traditionally 
his, though the greater part of our commerce still passes through his 
hands. Faced with the likelihood that these trends will continue, he has 
tried to make his services cheaper and more desirable to his clients. He 
has, in some cases, reduced the services he gives in order to cut costs: 
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credit, delivery, and visits from salesmen have often been supplanted by 
cash, carry, and telephone orders. In other cases, he has added new ser- 
vices which were especially wanted by the retailers; these include help 
with layout, stock control, training sales clerks, and advertising. He has 
organized co-operative chains of retailers who pool their orders, and the 
larger volume of business enables him to get lower prices from manu- 
facturers as well as to cut margins. Finally, wholesalers are learning to 
organize their warehouses more efficiently and to make a greater use of 
machinery in them. All these measures should help to check the decline in 
the role of the middleman. Certainly, in distributing food and groceries, 
hardware, and drygoods — lines in which either the small producer or 
the small retailer is still prominent — he should continue to play an im- 
portant role. But even in these areas he will lose some control, and in other 
areas his losses will be greater. Moreover, he cannot expect to share 
proportionately in the increase in consumption which will result from our 
higher standard of living; for durables, which will represent an increased 
percentage of consumer expenditure in the future, are quickly eluding the 
network of intermediaries. Thus the functions which the middleman used 
to perform are shifting significantly to other groups in the economy. From 
being the most powerful man in trade a hundred years ago — the man 
who told manufacturers what to make and retailers what to sell — he will 
have to step down to play, in the future, a more limited role.® 


b) Financial Institutions 


Just as the distributive trades channel goods from those who produce 
to those who consume, so our financial institutions channel money from 
those who save to those who borrow. But the two intermediary businesses 
are organized very differently. Where the wholesale and retail sectors, 
as we saw, are still open to newcomers backed by modest amounts of 
capital and, despite the rise of some large retailers over the past century, 
still abound with small businessmen, the banking industry, the largest of 
our financial institutions, has been carried on in Canada by a few large 
and established firms operating an extensive network of branches. At 
present there are ten chartered banks in Canada, of which nine were 
in business 80 years ago and the tenth is owned by a European bank 
of long standing. Other banks founded over the last 80 years have 
merged with the existing banks or have gone out of business: they have 
found it difficult to compete with the experience, larger capital, economies 
of scale, and the more diversified risks of the larger firms. This is not to 
say that banking in Canada is not competitive. Indeed, there is keen compe- 
tition in services and location between branches of different banks and 
even between different branches of the same bank; and as the number of 
branches — after being cut back during the depression and during the 
Second World War — will probably grow to be 50 per cent larger in 1980 
than it is now, this competition will be intensified. 
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Nor are the chartered banks the only financial institutions which chan- 
nel savings to borrowers, though they are the largest. We have, in addition, 
a wide variety of other institutions each serving a somewhat different 
group of clients. Life insurance companies provide not only protection 
but also an outlet for personal savings. Indeed, life companies have 
absorbed a substantial part of Canadian savings in the past, and their 
growth has been fairly steady where that of some other institutions has 
been spasmodic; we expect them to continue their regular growth in the 
future. There are also trust companies, which administer estates and trusts, 
in addition to managing guaranteed funds into which clients can deposit 
savings; both of these activities should expand considerably in the years 
up to 1980. There are almost four thousand credit unions; and these, 
although they account for a small part of total savings, are growing 
rapidly. There are savings banks and offices sponsored by the federal and 
provincial governments, and these have grown with the economy. There 
are at present ten loan companies which deal largely in mortgages; 
owing to the competition of other financial institutions in the mortgage 
field, they have suffered a decline in recent years, but we expect the 
larger ones to continue to prosper. There are personal loan and instalment 
finance companies which are now providing an increasing proportion of 
the growing volume of credit used for the purchase of durables. Finally, 
there are a host of private and semi-private arrangements which by-pass the 
established financial institutions and which often escape statistical notice; 
in the past such loans have been of considerable importance, and they 
will probably be no less important in the future. Such, then, is the pro- 
fusion of intermediary institutions through which borrowers are brought 
in contact with lenders. 


c) The Professions 


The professions — those occupations which require a long period of 
formal training — have been growing and changing no less than other 
service industries. It is true that some professions, such as law and 
dentistry, have not increased as rapidly as population over the last 25 
years at least. But most of the traditional professions have grown more 
quickly than population, and new professions abound. They have all 
moved toward more elaborate professional and pre-professional training, 
and toward greater specialization within the ranks of the profession. We 
think that these trends will continue. As the needs of the economy — not 
to mention our own personal needs —- become more complex in the wake 
of scientific discovery and increasing wealth, jobs which were once carried 
out by amateurs relying on common sense or by unspecialized professional 
men will be increasingly performed by specialists. The result is that in most 
professions partnerships are supplanting individual practices, and the size — 
of partnerships is growing; this grouping together of professional people 
allows a division of labour in which each partner can specialize in some 
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phase of the work. However, a greater proportion of those men and women 
entering the ranks of the professions will not go into private practice, but 
will work as employees of large business and government organizations in 
which the services of professional men are becoming increasingly necessary. 


d) Government Services 


Federal, provincial, and municipal government employees have also 
increased their numbers greatly; the public service today is more than 
13 times larger than it was at the beginning of the century. We think 
that growth will continue at a rate slightly higher than that of the entire 
labour force, and have predicted that the public service — exclusive of 
the armed forces — will be more than double its present size in 1980. 
Although the size of the armed forces in such a distant year is less easily 
estimated, it would be unreasonable at present to hope that they could 
be reduced much below their present level; on the other hand, for the 
reasons given in Chapter 6 it may be that further increases can be avoided. 
The standard of public service in Canada at present is undoubtedly high, 
but there are signs that young men and women who are interested in this 
kind of work are being lured into other sectors by more attractive jobs. 
A more vigorous recruitment programme seems necessary to attract men 
and women at the junior and intermediate levels. Equally important, able 
men and women should not be held back to the rate of advancement 
of the mediocre, nor assigned to work that is mostly routine; they should 
be given the position and the tasks which are in keeping with their 
abilities. With such policies, the government services should be better 
able to fill their requirements on the junior and intermediate levels, and 
to train within their ranks more of the administrators and specialists needed 
for senior posts. 


e) Personal Services 


Unlike other service industries, the personal services have not been 
growing; there has, in fact, been a decrease in the number of workers 
in this area over the last 15 years. Only restaurants and taverns, hotels 
and motels, and drycleaning establishments now claim more workers than 
they did in 1941. The other main activities — laundering, barbering, hair- 
dressing and domestic service — have all declined markedly, and the 
more fugitive personal services such as gardening, window-washing and 
shoe-shining have probably gone the same way. These trends reflect a 
mixture of economic forces. As levels of income have risen, the demand 
for more of these personal services has increased. However, as the improve- 
ment in productivity in the output of personal services has lagged behind 
that in other sectors of the economy, personal services have become 
relatively more expensive; and this has restrained the consumption of such 
services. Furthermore, there have been marked technological advances 
in such home appliances as laundry equipment; this has spurred the use 
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of such equipment in the home and has consequently limited the demand 
upon establishments providing laundering and similar services commer- 
cially. People now have more time to prepare meals, look after their hair 
and to dig their gardens. These forces have combined to restrict the growth 
in output of personal services and to limit the growth in employment 
in such occupations. 


The Future 


In the complex world of 1980, the same service functions will have 
to be carried out as in the most primitive and antique ages of human 
history. Distribution of produce, borrowing and lending, advice from 
experts, education, care of the sick, government, defence, cooking, 
personal care, and all the varied service activities of yesterday and today 
will be part of the world of tomorrow. But we have shown that there are 
forces which play upon our society and draw some of these functions 
into and out of the market, into and out of the service sector, or into one 
service industry and out of another. There are also forces which change 
the value people place on these functions, so that they are carried out 
with greater or less vigour than before. We have been living, since the 
eve of the Industrial Revolution, under the sway of forces which have 
brought, on balance, more and more functions into the service industries 
and increased the value which is placed upon them. True, a few functions 
have left this sector or have shifted from one service industry to another. 
But if we are to advance, we must leave some things behind: some of the 
familiar sights will disappear from view and new vistas open up, but as 
we move forward, we shall grow accustomed to seeing the landscape change. 


In looking into the future, we see no reason why the growth of the 
service industry should not continue at about the same rate as in the past, 
and along the same lines. We have predicted that the number of workers 
in this sector will increase by more than 3 per cent yearly, and this 
will mean that 4.5 million people, or 45 per cent of the labour force will 
be employed in this sector by 1980. This is far more than double the 
present size of the working force in the services. It is almost twice the 
size of the anticipated labour force in primary and secondary manufactur- 
ing together, and six times that of agriculture. Although different areas of 
the service group will grow at different rates, and some will not grow at 
all, we think that the working force in each of the broad categories will 
increase at roughly the same rate. Distribution, finance, and government 
will grow just slightly more quickly than the service sector as a whole; 
and the personal services will lag slightly behind, but (owing to a rapid 
expansion of restaurants and motels) will no longer decline. The other 
broad sectors will grow at about the average rate. In narrowly defined areas, 
growth and decline will be more spectacular. For example, the number of 
employees in health, higher education, engineering, and retailing, will 
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increase much more rapidly than in other service industries; while those 
in wholesaling, domestic service, the armed forces and hairdressing will 
grow much less quickly, and may even drop off in numbers. More detailed 
estimates of the labour force in some service Occupations are contained 
in two studies prepared for the Commission.7 


As we have explained, productivity will not rise so rapidly as in other 
sectors; however, we have concluded that it will not lag so far behind that 
of other sectors that the contribution of the services to national income 
will fall below its present level. This estimate was formed after balancing 
many hopes and doubts about the future. It is not easy to decide what 
improvements will occur in the service industries, and how far and 
quickly they will be adopted. No one can Say where the wand of innovation 
will next touch. However, certain places are favoured and these include 
areas which have been more backward than other parts of the economy 
and where, as a result, rising costs put pressure on businessmen to inno- 
vate on else be by-passed. For this reason we think that the service industries, 
the laggard sector, will share in the bounties of future increases in pro- 
ductivity. But innovation also favours large business units which can 
Support expensive research projects and can afford the large investment 
in capital goods which may be required. This is perhaps more true in 
the service industries than elsewhere: in these industries many innovations 
have been devised by the larger firms and then sometimes copied by the 
smaller ones. To overcome the disadvantage of their relative smallness, 
a few firms have tried pooling resources to finance a single research project 
or establishment; this idea will probably become more widespread. But 
we see no reason to hope that the services will be much more favoured 
than in the past by innovation and have therefore not predicted any great 
changes in present trends. In any case, little innovation in this sector is 
likely to come from Canadian firms in the future; we shall still be almost 
as dependent on foreign ingenuity as in the past. It remains, therefore, 
to ask how quickly and how far we shall go in adopting the innovations 
of other countries. 


At the beginning of the Industrial Revolution, the adoption of known 
techniques proceeded at a very slow pace. Then, as people became more 
used to the idea of change, the interval between the invention of a 
new machine or technique and its use gradually narrowed. Today, the 
economy is pervaded by an enthusiasm for new ways of increasing efficiency 
which will probably become even more intense’ in the future. Trade 
journals, business and professional schools, consulting firms, employee 
training schemes, conferences, and a host of other media of communi- 
cation all allow businessmen to pool new information and share new 
experiences. These trends will accelerate the adoption of innovations and 
increase productivity. But many of the smaller firms in the service industries 
— and some large ones, too — have not kept abreast of new techniques 
that would make them strikingly more efficient, and it may be some time 
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before they are exorcised of their mental block against change or forced 
out of business. We can only hope that in the future they will show a 
greater willingness to accept the gifts that come their way. 


It is possible, too, that productivity will be held back because the 
services cannot find enough men and women with the needed skills. We 
expect that workers will be released from some areas of the service 
industries and from agriculture, and that a larger proportion of the young 
people coming onto the labour market will choose to enter the service 
industries. These men and women should provide the labour force with 
which this sector can expand. But will they have the technical skill 
needed in the service industries of the future? Of course, there will still 
be — there will always be — many jobs in the service industries for 
unskilled workers and for workers possessing the conventional skills: we 
do not expect that office boys, receptionists, typists, and clerks will dis- 
appear from the office of 1980, though they may be used more efficiently. 
In addition, some routine but difficult tasks which today require skilled 
labour will become unskilled jobs through the use of machinery. But the 
demand will grow for people more highly trained in the conventional 
skills or possessing entirely new skills. To take only one example, we have 
mentioned that we expect that automatic processing machines will take 
over a large part of the routine clerical work in insurance companies and 
banks. Although many clerical workers will become superfluous in such 
a changeover, other types of more highly trained workers will be needed: 
“tapers” and “programmers” who have the training in mathematics needed 
for putting questions in terms meaningful to machines and for building 
into the control all the criteria necessary for making decisions; repair 
and maintenance men who are skilled in electronics; monitors who can 
pick up inconsistencies and remedy them quickly; and people in manage- 
ment who understand both administrative technique and the workings of 
these machines. Thus the introduction of automatic processing machines 
will make demands for a wide variety of personnel with skills which are 
almost non-existent today. And this is but one example. We expect that 
in almost all the service industries and at almost all levels more highly 
trained personnel will be needed: there will be a general “upgrading” of 
workers and management. Where will this specialized manpower be 
found? 


We shall have to tap all the traditional sources. Despite our heavy 
losses in skilled and professional workers through emigration to the 
United States, immigration since the end of the war has brought us far 
more trained manpower than we have lost.§ Indeed, the proportion of 
skilled and professional manpower among immigrants has been sub- 
stantially higher than among the Canadian population as a whole. How- 
ever, we think it would be unwise for Canada to rely on immigrants 
in the future, as much as it has in the recent past. There is some 
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evidence that the proportion of professional people amongst immigrants 
is falling, while it is rising amongst emigrants, and we think this trend 
may well continue. Moreover, it is possible that immigration will not 
bring us a very large number of men and women trained in certain skills 
and professions which will be in greatest demand in coming years. To 
some extent, employers will have to fill this gap, as they always have. 
They have been training more and more of their administrative and 
Sales personnel either by offering training programmes on the premises 
or by sending them to special schools; such schemes have proved their 
worth so clearly that we feel they are certain to become more widespread. 
In addition, employers have been responsible from the very beginnings 
of industry for training apprentices alongside skilled workers, and this 
has been an important source of trained manpower. Though apprentices 
will continue to be taken on in some areas, we expect that their number 
will become smaller and that few of the skills needed in the service 
industries will be learned this way. For increasingly skills are being taught 
in technical schools and institutes, and both workers and employers are 
becoming aware of the value of longer formal training. The burden for 
training skilled workers — as for educating our professional men and 
women — will therefore fall more heavily on our educational system. We 
have strongly recommended measures which should greatly expand our 
existing educational facilities to meet the demand that will be made on 
them. In Chapter 15 we outline the capital requirements of schools and 
universities in the years up to 1980; and in the final chapter we urge that 
salaries be substantially increased in order to attract enough men and 
women of high calibre into the teaching profession. Such measures will 
increase the flow of skilled and professional manpower into the service 
industries, as into other sectors of the economy. But trained and able 
people will probably be as scarce in the world of 1980 as they are today. 
We hope that in the intervening years employers will learn to make more 
efficient use of the training and abilities of their employees and thereby 
bring us nearer the full measure of productivity which is within our reach. 
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14 
TRANSPORTATION 


THE TRANSPORTATION industry’s main and obvious economic function, 
that of moving raw materials and finished products easily and efficiently 
to market, is the same in any country — rich mineral deposits which 
are completely inaccessible or manufactured products which cannot be 
delivered to potential buyers are of little value anywhere in the world. 
However, transportation’s role in bringing together manpower, materials, 
and markets has had and will continue to have a unique importance for 
Canada because of our vast distances, our small and scattered population, 
our remote natural resources and our dependence on distant export 
markets. Indeed, an effective and up-to-date transportation system has 
always been the life line which has made possible the continued develop- 
ment and progress of our specialized economy, even though both the 
sources of our wealth and the forms of our transport have changed drama- 
tically over the years. The fur trade of early times could no more have 
existed without the birch-bark canoe than a later generation of Prairie 
wheat farmers could have survived without a railway and cheap ocean 
shipping. Similarly, the recently tapped mineral resources of Labrador, 
like those of the Ontario cobalt and gold country half a century earlier, 
had to wait for the provision of adequate transport, while the building 
of the aluminum project at Kitimat was in some measure made possible by 
the ability of helicopters to fly men and materials into otherwise inacces- 
sible terrain. And tomorrow, as today, we will be heavily dependent on 
pipelines to market our oil and gas, on airplanes to discover and exploit 
new resources, and on trucks, railways and steamships to make possible 
the further development of our specialized mass production manufac- 
turing industries. 


It is not surprising, in view of its central economic importance to 
Canada, that the subject of transportation has been closely interwoven 
with the political life of the country throughout its history. Even before 
1867, expenditures on canals, roads, and port facilities by public author- 
ities were often aimed as much at the furtherance of national goals like 
defence and the administration of justice as they were at facilitating the 
commercial movement of passengers and freight. The fact that a unified 
Canada would be in a better position to ensure the financing of the trans- 
portation facilities needed to develop the northern half of the North Ame- 
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rican continent played no little part in the decision to create a new dom- 
inion. And the support given by the new Federal Government to the build- 
ing by the Canadian Pacific Railway of an entirely Canadian route to the 
Pacific, in contradiction to all the laws of economics, undoubtedly did 
more than any other single act of policy — perhaps more than all other 
policies put together — to enable the hopeful vision of a separate nation to 
be turned into a practical and prosperous reality. The influence of national 
policy considerations on the development of our transport facilities has 
continued to be felt from that day to this. As it shown in more detail in the 
study prepared for us on Transportation in Canada, assistance to the trans- 
port sector by governments in the form of subsidies and capital expenditures 
amounted to some $350 million in 1953. This assistance takes forms too 
numerous to mention here; a few examples are the direct subsidies given 
to railways, the maintenance and operation of toll-free canals, the losses 
incurred on the operation of airports and marine services, and government 
outlays on the building and maintenance of roads and highways in excess 
of revenues received from users. 


In addition, whenever possible Federal Government assistance and 
regulatory policies have been devised with an eye to easing somewhat 
the heavy transport charges incurred by regions outside the central por- 
tions of Ontario and Quebec as a result of the tariff and other national 
policies. The provision and maintenance of certain railway and steam- 
ship services by the Government of Canada was in fact, for Newfoundland 
in 1949 as for the three Maritime Provinces and British Columbia more 
than 75 years earlier, a condition of entry into Confederation. The main- 
tenance of the Crow’s Nest Pass rates, the 1951 “bridge” subsidy for 
rail traffic moving across the region north of Lake Superior, the recently 
increased subsidy on Maritime freight rates, and provincial and federal 
capital assistance for railways into northern territories are further illus- 
trations of the characteristic concern of Canadian governments with re- 
gional transportation services and rates. The whole question of govern- 
ment policy will be discussed again later in this chapter — our point 
here is to emphasize that trends in Canadian transportation cannot be 
properly evaluated in terms of commercial consideration alone. 


At the same time it should be stressed that purely commercial factors 
have come to exert a much more important influence than once they 
did on the pattern of our transportation system. In part, of course, this 
has been due to the fact that government assistance to transport in any, 
country must inevitably decline after the initial heavy costs of develop- 
ing basic facilities have been incurred — prior to 1914 almost the entire 
federal debt and a substantial part of that of the provinces as well, 
had accumulated as a result of the construction of railways, canals, roads 
and other transportation agencies. More important, however, in bringing 
commercial considerations to the forefront has been the comparatively 
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recent emergence of vigorous competition in the transportation sector. In 
contrast to earlier periods, when newer forms of transport tended entirely 
to displace previously existing methods — e.g., the impact of the railroad 
on the stage-coach and of the steamship on the schooner —- more recent 
technology has led to the growth of new facilities which complement, as 
well as compete with, older forms of transportation. Thus the railroads, 
for example, which up to three or four decades ago had a virtual monopoly 
in the movement of goods and passengers by land, are now engaged in 
strenuous competition with trucks, airplanes and pipelines over a wide 
range of their activities. Rail transport, like each of its rivals, has functions 
which it can clearly perform better and more economically than any of 
the others, but at the same time there is a broad and shifting area where 
the question of which carrier gets the traffic can only be answered by 
the rigorous test of efficiency in a highly competitive market. The market 
is the more competitive because many of the newer forms of transport 
can be easily developed, at least on a local basis, by small entrepreneurs; 
it does not require formidable investments to start a small trucking, flying 
or inland shipping firm. This growth of competition in transport, although 
by no means always a net gain to the community, has on the whole led 
to a more highly developed, efficient, and cheaper national transportation 
system, offering shippers not only new services but a choice between those 
services as well. If we are to assess the future of the transport sector 
in a realistic way, therefore, we must lay special stress on this newly 
dominant factor of competition. 


We shall devote most of our attention in this chapter to freight traffic 
because of its greater economic importance. Our comments about pas- 
senger traffic are made toward the end of the chapter. 


Recent Trends in Transportation 
The effect of competition on some of the main forms of transport 
in the past can clearly be seen from the following table: 
Table 14. 1 


ESTIMATED DISTRIBUTION OF INTERCITY REVENUE 
FREIGHT TON-MILE 


(millions ) 
Year Rail Water Highway Air Pipeline Total 
1928.... 41,846.8 8,067.8 49.7 — — 49,964.3 
83.8% 16.1% 0.1% — a 100.0% 
(945-027 (03;6040.7 18,336.2 3,437.4 3.4 400.0 85,822.7 
74.1% 21.4% 4.0% neg. 0.5% 100.0% 
1953.2 s109,829.5 21,897.2 14,185.4 pe fe 6,816.6 108,748.2 
60.5% 20.1% 13.1% neg. 6.3% 100.0% 


SourcE: J-C. Lessard, Transportation in Canada, 1957, a study for the Commission, Section III, Chap. 1, 
p. 
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The striking features of the table, of course, are the sharp decline in 
the percentage of total intercity freight carried by the railroads and the 
very rapid rise of highway and pipeline transportation, particularly since 
1945. A closer examination of these past trends may help to throw light 
on what the future holds for each segment of the industry. 


a) Railways 

It is logical to begin this short analysis with the railways, not only 
because they are still the most important single element in the field of 
Canadian transportation, but because it is they that have been most 
affected by the new competitive environment. Table 14.1 shows. that 
in comparison to the peak traffic year of 1928, 1953 railway revenue 
freight ton-miles increased by not much more than 50 per cent. Real 
national output more than doubled in this same period. At the same time, 
an increasing amount of the high-rated traffic (i.e., on which freight rates 
per ton-mile are comparatively high) has gone to competitors; the pro- 
portion of total transport outlays accruing to the railways has, therefore, 
fallen more sharply than the volume figures above would suggest.1 Put 
in another way, the constant doilar value of all expenditures (including 
government subsidies) on railways increased by 38.5 per cent in the two 
and a half decades ending in 1953, while expenditures on all other forms 
of transport increased nearly four and one-half times.? 


Although the figures which reveal the dramatic decline in the railway’s 
share of the transportation market are comparatively straightforward, 
some of the basic reasons for this fall are more subtle and complex. An 
important cause, of course, has been the shift which has occurred in the 
pattern of national output — the relative rise in services as opposed to 
commodity production, the decline in the relative importance of agriculture, 
and the change from coal to hydro-power and oil and gas as the main 
sources of our energy. In addition, the relatively rapid rise of those 
manufacturing industries in which output and components are often more 
conveniently shipped by truck, considerations of plant location, increasing 
industrial concentration in and around urban areas, and more efficient use 
of bulky raw materials have all tended in one way or another to bring 
about a decline in the proportion of national production moving by rail. 


The two major railways, however, also claim that they have undergone 
losses of traffic to competitors because of the statutory and regulatory 
restrictions imposed upon them.® On the other hand, the Canadian Trucking 
Association claims that limitations on the railways’ ability to compete 
with them are small or non-existent in practice.4 It is true that section 
334 of the Railway Act, which empowers the Board of Transport Commis- 
sioners to seek such detailed information about proposed competitive 
rates, has been liberally interpreted by the Board, although it is potentially 
restrictive. Moreover, a 1955 amendment to the Transport Act enables 
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new agreed charges to come into effect 20 days after filing with the Board, 
thus eliminating long delays. It is also true that appeals from the Board’s 
decisions on rate matters to the Governor-in-Council have been infrequent, 
with reversals of those decisions more infrequent still, and that the Board’s 
regulations with respect to safety, comfort and convenience have not been 
unduly onerous to the railways. If, however, we can agree with the 
truckers that the foregoing restrictions are only potentially limiting, we 
cannot agree with them that other obligations imposed on the railways 
have not limited the latter’s ability to compete. We refer specifically to the 
statutory Crow’s Nest Pass and related rates on grain, which constitute 
27 per cent to 30 per cent of the railways’ volume of traffic and less than 10 
per cent of their revenue; to the recent equalization of class rates outside 
the Maritimes which cost the railways nearly $5 million a year; to the one 
and one-third rule on transcontinental rates;* and to the Board’s reluctance 
to allow the abandonment of unprofitable branch lines and services. 


These burdens on the railways force them to try to recover their 
overhead costs from a comparatively small proportion of their total traffic. 
They claim that some 80 per cent to 85 per cent of their overhead comes 
from the class of traffic in question. But it is just this portion of the traffic 
which is most susceptible to competition and if rates are pushed too 
high, business is diverted to competing forms of transport leaving the 
railways in an even worse position than before. Authorized freight rate 
increases of over 100 per cent since the War have not, therefore, begun 
to return this amount of additional revenue to the railways. In fact, average 
rates per ton-mile are only some 60 per cent higher than in 1939 because 
of competitive and regulatory limitations.’ The railways have, however, 
been compelled to try to raise their rates almost year by year since the 
War in order to meet rising internal costs and the increasing wage demands 
of their labour (wages account for 60 per cent of railroad operating outlays). 
Although it is difficult to make precise comparisons with other occupations, 
railway wages certainly do not appear unduly high in terms of national 
averages; there may well be exceptions in some wage groups whose work 
is made easier by technological improvements or whose pay is still based 
on mileage scales more appropriate to the days when trains were slower. 
However that may be, our point is to emphasize that the railways have 
had to adapt themselves, in the words of the President of the Canadian 
National Railways, “to the challenge of a high-wage society”. Pressed 
on the one hand by rising costs and on the other by statutory and 
competitive limitations on the rates they can charge, the two major 
railways, which account for over 90 per cent of total Canadian 
railroad operations, have seen the proportion of net earnings to revenues 
fall well below the level of the late 1920’s, even though the absolute total 


* Freight rates on transcontinental traffic to intermediate points may not exceed 114 times 
the rates charged on freight to more westerly points. 
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has risen. This, of course, has not been true for each and every one of 
Canada’s 31 railways; a few, by the nature of their location, e.g., in the 
North, have not been subject to the same degree of competition. 


The preceding paragraphs may leave the impression that our railway 
system faces the future gripped by powerful forces entirely beyond its 
control. This is not the case at all, even though by the common consent 
of independent Canadian transportation authorities and senior railway 
executives themselves, it is admitted that our railways were, and perhaps 
still are, slow in accepting the necessities of the new competitive atmos- 
phere. In terms of adopting new physical equipment, which can save on 
labour costs and offer customers improved services, we have fallen far 
behind the United States. With the exception of one or two railways 
like the Algoma Central and the Quebec Labrador, dieselization has 
proceeded slowly; the two major railways are not much over half diesel- 
ized compared to 100 per cent dieselization for most Class I railways 
south of the border. In the development and use of centralized traffic 
controls, automatic signalling devices, and modern switching and freight 
handling apparatus, etc., we have also lagged behind the United States. 
Mainly as a result of the slower pace of dieselization gross ton-miles per 
freight-train-hour on our railways — perhaps the best single indication of 
railroad efficiency — while sharply improved since 1952, have fallen 
still further behind United States Class I railways in the post-war period 
as a whole. 


It is by no means clear, either, that our railways have achieved the 
maximum possible advantages within the framework of present regulations. 
For example, it is questionable if the number of agreed charges has grown 
as fast as it might since 1955, even though the total rose in two years 
from 54 to 156. One wonders also if the total mileage of rail line abandoned 
— 114 miles in 1955 — indicates that the railways are pressing as vigorous- 
ly as they might for the elimination of unprofitable services. More- 
over, the recommendation of the Turgeon Commission in 1951 that more 
joint programmes be undertaken by the two railways to achieve added 
Operating economies does not appear to have had very spectacular results. 
In the 15 years up to 1949 pool trains, joint freight and switching service, 
and abandonments with joint use of the remaining line had saved about 
$1 million annually. Another field in which progress seems to us to have 
been slower than it need have been, is in the development of “piggy-back 
services”, the carrying of loaded trucks on railway flat cars. Such services, 
highly developed in the United States, are mutually advantageous in that 
they combine the door-to-door flexibility of trucks with the long-haul ad- 
vantages of the railroads. 


As is pointed out in the transportation study, railway pricing policy 
is also undergoing considerable change to meet the new challenge of 
competition. When the railroads enjoyed a virtual monopoly position, 
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they maximized their revenues — in the words of Mr. Donald Gordon, 
held “to the touchstone of corporate self-interest”® — by charging on the 
value of service principle, i.e., what the traffic would bear. Translated 
into practical terms, this meant that rates on low-value bulk commodities 
and on developmental routes were kept at low levels, while the greatest 
proportion of overheads was recovered from high value traffic and non- 
competitive traffic that could absorb higher freight rates. As pointed out 
above, competition has drastically changed this situation; the railways 
can no longer afford to grant internal subsidies to traffic that does not 
meet its long-run out-of-pocket costs because their high-rated traffic, out 
of which the subsidies were paid, are now so vulnerable to competition. 
In these circumstances, carriage of any traffic that imposes a higher over- 
head on the remaining traffic than if it were not carried at all is likely 
to lead to further misallocation of transport resources by tempting the 
railways to charge higher prices than they otherwise would on traffic 
subject to competition. This may result in the diversion of the latter traffic 
to competing forms of transport, despite the fact that the economic cost 
of carriage is lower on the railroad; the misallocation occurs in reverse if 
the railways slash prices below out-of-pocket costs and win away from 
trucks traffic that could most appropriately and economically be carried 
by road. Of course, any traffic which meets its long-run out-of-pocket 
costs and makes some contribution to common overheads, no matter 
how small, should be carried by the carrier concerned; in this way over- 
heads on the remaining traffic are reduced, all shippers are better off, and 
the most efficient use of transport resources is promoted. 


It is easier, however, to state the principle than to carry it out in prac- 
tice because measurement of the costs of any individual railway ship- 
ment is extremely complex. It depends not only on the size and weight 
of the shipment but the distance it is to travel, the routes over which it is 
to be sent, its ease of loading and handling, its liability to damage, the 
insurance risk involved, and the special services like refrigeration, swit- 
ching, and stop-off privileges which may be involved. In addition, there 
is a time factor involved — assuming space capacity is available, the 
railways’ long-run out-of-pocket costs are very different, depending on 
whether the requirement is for an additional carload, an additional car 
a day, an extra train, or an extra train a day. Yet, even if all these variables 
are known, it is still impossible to allocate in any definite way the costs, 
say, of maintaining railway track among all the individual shipments which 
pass over it;” it is also very difficult in many cases to allot to any particular 
shipment moving in one direction the joint cost which is incurred in sending 
empty freight cars back to the point of origin. Nevertheless, improved 
cost techniques are constantly being developed in the United States and 
Canada to determine more precisely whether shipments are making some 
contribution to overheads. The importance of these cost studies is indicated 
by the fact that about 25 per cent of the Canadian National Railway’s ton- 
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mileage fails to contribute anything to overheads, another 30 per cent is 
marginal, and virtually all overheads are recovered from 45 per cent of 
Operations; the Canadian Pacific Railway indicated in 1952 that fully 85 
per cent of its overheads was recovered from 30 per cent of its traffic. 
In part this state of affairs exists because statutory rates and equalization 
schemes imposed on the railways give them no Opportunity to price 
according to cost. 


b) Trucks 


Unlike the railways, which have been confronted with all the problems 
of a relatively declining industry, trucking in Canada has had to cope with 
the many difficulties of an almost explosively rapid growth. The number 
of trucks of all kinds registered in Canada grew from 130,000 in 1928 
to 820,000 in 1953, and has since grown to over 900,000. Yet even these 
figures do not tell the full story of intercity highway freight transport. 
The increase in the number of intercity trucks has been much more rapid, 
while the heavier vehicles have grown at a faster rate than this again — 
in the last ten years alone trucks of over 20,000 Ibs. have multiplied seven- 
fold. It appears that only about 20 per cent of the total number of trucks 
are engaged in intercity operations but because of their greater size and 
larger mileage per day, they account for over half of the total ton-mileage 
of all trucks and for 40 per cent of total spending on trucking. In any 
event, there has been an expansion from 1928 to 1953 of over 85 times 
in the dollar amount spent by the public on highway trucking compared 
to a growth in outlays of about 5 times for urban, and 15 times for 
farm trucking. Some of the reasons for the phenomenal growth of truck- 
ing in Canada have been mentioned earlier. The growth of the light 
manufacturing industries whose output has a high value/weight ratio, 
and the increasing urbanization and concentration of industry generally 
has placed a premium on the speed, convenience and flexibility of trucks. 
They are easy to pack and their door-to-door service reduces handling and 
consequent damage, while they offer manufacturers a useful means of 
keeping inventory at a minimum and an easy way to supply retailers with 
goods and spare parts at low cost. In short, despite their higher costs per 
ton-mile — an average, if an average means anything, of between 5 cents 
and 7 cents compared to the railways, one and one-half cents — trucking can 
provide in many instances a quality of speed and service that reduces the 
over-all costs to their customers. Other factors besides quality and price 
have naturally played an important role in the growth of trucking; better 
truck bodies, engines, and tires, and improved and extended networks 
of highways have both helped to bring a very high proportion of Can- 
ada’s population within easy access of the industry — there are now 
40,000 miles of paved highways in Canada compared to some 7,500 
miles in 1928. Of course, beyond a certain range trucking loses its advan- 
tages as was shown very clearly during the 1950 railway strike; speed is 
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lost and costs rise because the driver must stop to sleep and eat, while 
the truck’s characteristic advantages of low terminal costs and door-to-door 
handling become relatively insignificant. The actual economic range of 
trucks is not fixed but depends on the speed and weight of the individual 
vehicle, on whether the firm has offices along the route to contact and 
assist the driver, and on whether return loads are available. 


With the exception of Federal Government contributions, expected to 
total some $250 million, to the Trans-Canada Highway and smaller amounts 
paid by that government for roads in national parks and Canada’s North, 
all highway and road building is the responsibility of provincial and muni- 
cipal governments. Regulation of trucking is also in provincial hands, 
including since 1954 the control of interprovincial and international traffic. 
In regulatory matters, as in growth itself, the position has contrasted 
sharply with the railways. Control of the industry is very loose, some 
provinces making no attempt to control entry into the business or to 
regulate rates; the railways, on the other hand, must file, publish, and 
adhere to, their rates. Indeed, only two provinces seriously attempt to 
control intra-provincial trucking and only one to regulate extra-provincial 
traffic. Regulation of the industry is inevitably made difficult by the very 
local nature of some operations and by the ease with which a small operator 
can enter the field or a private firm begin to operate its own fleet of 
vehicles; these factors also operate to make hitherto published statistics 
on the industry incomplete. In any event, as the transportation study notes, 
the industry in its growth phase has been plagued by fringe elements and 
gypsy operators who will cut rates to unjustified levels to obtain a return 
load. This is a source of continuing concern to the sounder, more respon- 
sible companies which have developed a high standard of administration, 
safety and business practices. 


c) Water 


As shown in Table 14.1, the water carriers (which excludes non- 
Canadian carriers) — the oldest form of transport in Canada — have 
actually increased their total share of the available freight volume since 
1928, although their proportion of the dollar value of business has fallen 
because this traffic is almost entirely low-rated. This expansion has been 
due to their very low costs, 0.2 cents to 0.5 cents a ton-mile, because of their 
willingness to provide joint “fishy-back” and other co-ordinated services 
with trucks, and because they have been favourably located geographi- 
cally to handle both commodities like grain, iron ore, coal, etc., which 
make up 92 per cent of their volume. The long, narrow, deep-draught ships 
on the Great Lakes are cheap to build and operate, and are generally | 
equipped with modern handling equipment; one such ship has loaded 
over 100,000 bushels of wheat — 3,400 tons — in an hour. The Board 
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of Transport Commissioners regulates these bulk freighters as to sea- 
worthiness, etc., and there is provision for intervention if rates (currently 
two-thirds of the low competitive railway rate to Montreal from the 
Lakehead on grain, for example) are excessive. Package freight rates, 
which are lower than those of the railways, are subject to much the 
Same control as the latter. Seasonal and directional costs are relatively 
high but are not noticeable to the shipping public because of the low 
total costs of this form of transport. In the rapidly expanding Northwest 
Territories transportation market, however, the directional unbalance is 
very acute — the North-South ratio is 9:1 and high costs are further 
increased by the long distances and extremely short season involved. 
Another contributory factor is the need to use paddle-wheelers and 
barges rather than cheaper types of shipping because of the shallow and 
shifting sands of the MacKenzie and its tributaries. 


d) Air 


Air transportation has shown the most rapid growth of any form 
of transport except pipelines since 1945, although it still carries in both 
Canada and the United States less than one-half of one per cent of the ton- 
miles transported on the railways. The main reason for this is that the 
average cost of a ton-mile of air freight is still of the order of 50 cents, or 
more than 30 times that of railway freight, despite reductions of some 
70 per cent in the last 15 years. As in the case of trucking, the expansion 
of air freight has been tied to the growth of industries marketing products 
with a high value/weight ratio and depending on speed, flexibility, and, 
at times, emergency service. . However, among the disadvantages of 
shipping by air are the high costs of handling and stowing, and the need 
to transfer shipments to and from airports which are often a considerable 
distance from the shipping or consignment point. The most spectacular 
growth in air transport has taken place in the North, for aircraft equipped 
with skis or pontoons can cheaply and quickly reach places formerly 
inaccessible. This has enabled both the discovery and utilization of our 
more remote resources to be speeded up — for example, the Quebec- 
Labrador iron ore development was greatly aided by the 150 million 
Ibs. of air freight which were flown into it, while prospecting in Ungava 
has been based almost entirely on air transport. The story of aircraft’s role in 
the building of the Distant Early Warning network in the far North is 
too well known to repeat here, but it gives further concrete proof of 
the important part which air transport has come to play in our national 
development. Air routes in Canada are reserved to one or a limited number 
of carriers by the Air Transport Board, while airlines are free to vary rates 
for commercial purposes. Directional costs are high on almost all routes — 
our trans-border freight, but not of course passenger traffic, is over 90 
per cent northbound — so that air carriers typically use promotional 
rate methods to stimulate return freight traffic. 
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e) Pipelines 


The striking growth of Canadian pipeline mileage and revenue has, 
of course, been directly related to the discovery of oil and gas in Western 
Canada. While not competitive with tanker charges where an uninter- 
rupted water haul is possible, pipeline rates of between 0.3 cents and 0.5 
cents per ton-mile compare favourably with other forms of transport. Pipe- 
lines are particularly suited to the transportation of Canadian oil and gas 
because of the long land-haul involved, their freedom from seasonal 
interruptions, and the high degree of mechanization which is possible. 
Exclusive pipeline franchises are granted and, as in the case of airlines, 
rates can be varied for commercial reasons. 


Trends in National and Regional Transport Costs 


The decline that has been occurring in the relative importance of 
the railroads and the development of more flexible means of transport 
like trucks, airplanes and pipelines have been accompanied by a reduction 
in the proportion of total Canadian resources devoted to transportation costs 
each year. Also contributing to this decline in the burden of what has been 
called “national transportation overheads”, have been the rapid expansion 
of the country generally, shifts in the composition of national production 
and export markets, and the increasing concentration and urbanization of 
population. The transportation study indicates that these forces have 
caused the ratio of direct transportation costs to Canadian Gross National 
Product to fall from 10.0 per cent in 1928 to 7.9 per cent in 1953. Com- 
parable figures are not available from the United States for the earlier year, 
but since 1945 the Canadian ratio appears to have fallen considerably faster 
than the American, which stood at 5.1 per cent in 1953. A full discussion 
of the meaning and limitations of these data is not possible here,® but 
it should be noted that the transportation figures are gross and contain 
numerous duplications, whereas the Gross National Product series is a net 
concept. The result is to overstate the importance of transportation expend- 
itures in both countries relative to Gross National Product and also to exag- 
gerate the spread between the two countries in the proportion of total net 
outlays devoted to transport. Also private water and trucking transport, 
which is much more important in the United States, is not included in the 
above figures. It is probable, therefore, that Canadians spend not much 
more than 1 per cent more of their incomes on transport than their 
American counterparts — excluding the cost of private automobiles, which 
can hardly be regarded as a form of national overhead. 


We have already indicated how improved industrial location, eco- 
nomies in materials and handling, and the relative growth of production 
characterized by low transport costs have contributed to the fall in 
relative transport costs. Increasing concentration of population has had 
the same effect, despite the fact that our national market is not large 
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enough to permit the same regional decentralization of manufacturing 
as occurs in the United States. The growth of the newer and more divi- 
sible forms of transport has obviously played an important role also; 
roads, pipelines, and air transport can be created in quite small units 
without incurring the relatively great diseconomies of small scale charac- 
teristic of railroads. Thus, with one-tenth the population of the United 
States, we have approximately 10 per cent as many surfaced miles of 
road (probably less, if one could adjust for the quality factor which 
permits a two-lane asphalt road to be adequate for certain routes in Can- 
ada, while the comparable United States road is a four-lane expressway, 
etc.), and about one-sixteenth the number of airports and one-seventeenth 
the number of scheduled airline route miles (although this should be modi- 
fied by the fact that unscheduled routes and the use of lakes as landing 
grounds are relatively more important in Canada). 


In sharp contrast, we have fully one-fifth as much main-line rail- 
way track as the United States, or about twice as much mileage per 
capita. Not all of this, of course, has been due to the inevitable neces- 
sities of our economic geography. Much of the burden of maintaining 
this trackage has stemmed from over-optimism and regional pressures 
which led to the building of three transcontinental railways in Canada. 
A disregard for economy in the building of such railways as the Inter- 
colonial and the National Transcontinental, has also played its part in raising 
financial charges to the taxpayer. In any event, the traffic density on our 
railways is about 55 per cent that of United States Class I roads, and this 
is the major reason why net revenues per mile of line are lower than in 
the United States. Other physical factors relevant to the comparison are 
the higher operating costs associated with the more severe climate in 
Canada, and on the other hand the advantage to Canadian railroads of 
Operating as integrated transcontinental systems and thereby avoiding the 
many problems involved in traffic interchanges. 


The major part of the greater amount of resources devoted to 
transport in Canada than in the United States is due to spending 
on railway operations, in part because railways are still relatively more 
important in Canada, accounting for 60 per cent of all intercity ton-miles 
compared to 53 per cent south of the border. The percentage of national 
resources devoted to other transport services does not appear in total 
greatly, if at all, higher in Canada when private automobile transportation 
is included, although this is not true in every instance. In fact, the burden 
of transportation costs imposed by our climate and geography is smaller 
than is commonly thought. 


As we shall be mentioning regional transportation services and faci- 
lities in Chapter 19, we shall confine ourselves here to a brief summary 
of the differential impact of recent trends on different parts of Canada. 
Simply stated, the growth and concentration of competition in central 
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Canada has forced the railways to withdraw a substantial part of the 
internal subsidy that they formerly granted to marginal services throughout 
the country; these services must now be priced much closer to their true 
economic cost. Although the proportion of trucks registered in Ontario and 
Quebec is smaller than the percentage of population, a very high percent- 
age of highway transport trucks are concentrated in these two provinces; 
one submission stated that only 1 per cent of Canadian highway 
freight is carried in the four Atlantic Provinces.!° In any event, the num- 
ber of competitive rates and agreed charges granted to the Maritimes in 
particular has been less than in other areas and their freight rates, conse- 
quently, have risen relatively. For example, we were told that westbound 
rates on less than carload traffic from the Maritimes had increased 110 
per cent to 130 per cent between 1937 and 1955 compared to an increase, 
perhaps not entirely representative, of only 42 per cent to 56 per cent 
from Toronto to Montreal. Rates on a typical steel product from Sydney 
to Toronto had increased 97 per cent from 1948 to 1955 compared to 
increases of only 8 per cent and of 59 per cent from Hamilton and Sault 
Ste. Marie respectively; similar cases that we learned of included salt, 
stoves, and lumber. 


The impact on the West has been less severe. British Columbia, part- 
icularly the coastal region, benefits from an extensive network of com- 
petitive rates designed mainly to meet competition by water through the 
Panama Canal, but also to compete where practical with American imports 
carried by the United States railways; and along with other provinces, it 
has gained from the numerous agreed charges which have been negotiated. 
The introduction, in 1951, of the “bridge” subsidy on certain classes of 
traffic passing north of Lake Superior has been of assistance to the entire 
West. The statutory grain rates which apply to 40 per cent to 50 per cent 
of the rail traffic in the western region have been particularly significant 
in the Prairie Provinces; and the adoption of the one and one-third rule 
also tended to put a ceiling on some rates in these provinces. 


It is, of course, impossible for us to measure in statistical terms this 
differential increase in freight rates in the Atlantic Region, particularly 
as many Canadian companies absorb part or all of the freight costs to 
the outlying regions of Canada. If this freight rate increase had been 
only a straight horizontal one, i.e., in proportion to prices and other 
freight rates generally, the average competitive position of the region’s 
producers, if not of each individual firm, would not have been impaired 
— a freight differential of $2 on a product costing $100 is no more 
onerous than $1 on a $50 product if the purchasing power of the dollar 
has fallen by half; for example, despite numerous increases, the freight 
component of newsprint from Three Rivers at New York was 13 per cent 
in September, 1957, compared to 14 per cent in January, 1939. However, 
the competitive freight position of the Atlantic Provinces clearly has been 
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adversely affected by the necessity to pay a fuller share of its freight costs 
than formerly on westbound traffic. If purely economic factors alone were 
being considered, there could perhaps be little objection to this trend, but 
it was a clearly established intent of Confederation that the Maritimes 
should have comparatively cheap access to the markets of central Can- 
ada and should not be forced to pay an unduly high price because, for 
national defence reasons, the Intercolonial took a circuitous route rather 
than a direct one. However, we would not like to leave the impression 
here that transportation factors alone have caused the difficulties of the 
Atlantic Region; markets, resources, labour and enterprise considerations 
have been much more important. Freight costs, as a percentage of final 
selling price, vary widely. For example, and as a rough approximation, 
freight charges may amount to about two-thirds on straw, 50 per cent on 
lumber and coal, 25 per cent to 33 per cent on pulpwood and steel 
bars, 15 per cent on canned goods, 5 per cent on automobiles, 2 per 
cent on cotton cloth, and 1 per cent on leather footwear, all assuming 
an average haul of about 1,000 miles. Flat generalizations about trans- 
port costs cannot, therefore, be made about individual products, but it 
is worth noting that a recent survey of industrialists in Manitoba put 
transport costs far down the list as a factor determining industrial location. 
While the growth of competition in Canadian transport has undoubtedly 
affected Atlantic freight differentials adversely, particularly on west- 
bound traffic, we must conclude that a correction of this condition alone 
would not solve that region’s economic problems. 


The Future and Government Policy 


Will the transport trends of the future be greatly different from the 
past? We answer with considerable diffidence when we read of the trans- 
portation expert of half a century ago who stated it was “nothing less 
than feeble mindedness to expect anything to come of the horseless car- 
riage movement”! Nevertheless, we feel that future developments will be 
broadly the same as recent experience. In the economy as a whole there 
will be a continuation of the relative growth of light manufacturing, mining, 
and services; agriculture and exports will further decline relatively, while 
concentration and urbanization of our population will increase. These 
factors by themselves are sufficient to guarantee that the pressures of com- 
petition in transport will continue to be maintained at no less than their 
present levels in future. Moreover, the rapid pace at which technological 
progress is likely to be made points in the same direction; the speed, 
carrying capacity and efficiency of all forms of transport have by no means 
reached their limits, particularly in the newer forms. There are few products 
which can now be said to be suited only to one form of transport and, 
therefore, completely immune from competition; probable future impro- 
vements in aircraft, truck, or railway service, are likely to intensify and 
broaden competition still further. 
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Looking at these factors as they affect the railways, one must con- 
clude that the pattern of traffic is likely to cause a further relative de- 
cline in their importance. However, improved locomotives, lighter mate- 
rials, improved multi-purpose freight cars, better rail, as well as mechani- 
zation and automation of freight handling, switching, signalling, and office 
systems, will offer the railways considerable scope for enhancing their 
competitive efficiency and raising labour productivity. Most important, 
there is a greater recognition on the part of railway managements of the 
necessity of adopting themselves to competition and rationalizing their 
operations, both internally and in conjunction with other railways and 
other forms of transport. We, therefore, expect the volume of railway 
traffic to increase somewhat faster in the next twenty-five years than in the 
preceding quarter century, perhaps by 75 per cent to 80 per cent. 


The volume of truck traffic is likely to grow by about three times with 
intercity trucking — particularly privately owned trucking — expanding 
slightly faster still. Favouring this development, of course, are the expected 
composition of national transport traffic itself, improved highways and 
roads, and the development of more powerful, lighter, and larger-sized 
vehicles. As the number of registered trucks is likely to exceed two million 
by 1980, we would expect that the industry will make increased use of 
common terminals and freight clearing houses, as well as improved com- 
munications and office-processing techniques, to reduce costs and elimi- 
nate needless duplications. Pipeline volume, of course, is likely to expand 
even faster because of the anticipated growth of our oil and natural gas 
industry. We think this expansion will be of the order of seven times 
present throughput, with relative manpower needs being further cut by 
the use of larger pipe, more electronic equipment, and radioactive isotopes. 


The amount of freight traffic carried by air will probably increase 
by about four times, not least because the all-up weight of large planes is 
likely to increase to 500 tons from its present level of 85 tons and because 
the speed of longer-range jetliners may reach 1,600 miles an hour by 
1980. The costs of air transport will consequently continue to fall, although 
rates are unlikely ever to match those of rail and road carriers. Turbo- 
propeller aircraft are expected to continue to provide service on short 
and intermediate hauls, but the flexibility of helicopters could lead to 
their extensive use if their carrying capacity could be increased. Atomic- 
powered aircraft are a remote possibility because of problems of weight, 
shielding, and their danger in the event of a crash, but if the helicopter 
principle is ever successfully adapted to fixed wing jet aircraft for pur- 
poses of take-off and landing, the future growth of air transport would 
be enormously greater than we have predicted here. | 


The St. Lawrence Seaway and the expected growth in iron ore traffic 
are expected to be the two major influences on the expansion of inland 
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shipping. We believe they will cause the volume of water traffic to increase 
by more than three times from 1953 to 1980. Despite the fact that ships 
will become lighter, more mechanized, and faster, their main source of 
revenue will continue to be bulk commodities, with iron ore providing 
about half the tonnage. Other types of freight for the most part will 
continue to be hauled by rail or truck because of speed and service factors. 


The following table, taken from the transportation study, summarizes 
these projections: 


Table 14. 2 


DIRECT TRANSPORTATION COSTS OF INDIVIDUAL CARRIERS 
AS A PERCENTAGE OF TOTAL FOR-HIRE DIRECT COSTS 


Total 

direct Motor Water 
Year cost Railways vehicles Aijrlines carriers Pipelines Total 

($000,000) % % % % % % 

9953 uve « $1,614 57.9 22.4 522 1341 1.4 100 
M960 este 2,079 50.8 24:2 6.7 15.6 Deval 100 
19654207 9. 2,485 47.5 25.8 7.6 15.9 BZ 100 
1OTOR eee 2,908 44.9 2a 7.9 16.5 3.7 100 
TOT Stare 3,398 43.0 27.9 8.2 16.8 4.1 100 
1980s. Sorc: 3,885 41.7 28.1 8.2 17d 4.5 100 


Source: J-C. Lessard, Transportation in Canada, 1957, a study for the Commission, Section II, Chap. 2, p. 67. 


As the table deals only with intercity costs, the heavy expenditures on 
urban transportation — almost exclusively the preserve of trucks — 
are omitted. Nevertheless, it points up sharply the continued fall anticipated 
in the relative position of the railways and the expected expansion of other 
forms of transport. It is also anticipated that there will be a fall of perhaps 
20 per cent in the percentage of Canadian income devoted to intercity 
transportation directly by users. We also believe that government expend- 
itures on intercity transport will continue to be reduced in importance 
so that the national overhead of transport is expected to decline in total. 


Future developments are expected to be concentrated on existing 
routes, but improved roads should bring about the greatest percentage 
increase of trucking in the Atlantic Region. Increases in the volume of 
freight traffic will probably cause the most pronounced relative growth 
in air services to take place in this region also, although northern services 
will show a very substantial expansion. The benefits of the Seaway deve- 
lopment, on the other hand, will accrue in large measure to Western 
Canada and the central provinces. Most ocean ships will probably continue 
to end their journey at Montreal, but because large lakers will be able to 
come down-river, grain rates are expected to be 5 cents to 7 cents 
cheaper than at present. Other rates will be reduced also, partly as a 
result of the increased competition experienced by trucks and railways. 
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The anticipated increase in westbound ore shipments from Quebec and 
Labrador is likely to change the directional flow of traffic, making east- 
bound rates cheaper than those on traffic moving west. This could con- 
ceivably affect some Maritime producers adversely, both by making their 
shipping costs higher and by lowering the delivered cost of competitive 
goods from Central Canada. The Seaway will also eliminate the need for 
trans-shipment points between Montreal and the Lakes, although many 
of these communities will undoubtedly attract new industry to take 
advantage of the Seaway. In general, intense competition will continue to 
prevent the railways or other transport agencies from extending interna! 
subsidies to the Atlantic Region on the former scale. 


What is the significance of these trends for government policy? We 
have no panaceas to put forward, but, at this stage of our national develop- 
ment, we think a reasonable primary aim to be to allow the benefits of com- 
petition to accrue to shippers and the general public. Unnecessary subsidies 
are not just out of one pocket into another; they divert transport from 
economically low-cost agencies to high-cost media with consequent adverse 
effects on industrial location, on resource utilization, and on the real 
incomes of Canadians generally. In a competitive atmosphere, prices of 
each of the forms of transport should be allowed to reflect, as nearly as 
possible, the costs of the service provided. 


It is with these considerations in mind that we suggest that the Board 
of Transport Commissioners should vigorously follow up the suggestion 
of the Turgeon Commission to permit more abandonment of unprofitable 
branch lines and other unremunerative services. With the growth of bus 
and trucking services, this could be done in many cases with little or no 
loss to the public in terms either of convenience or of cost, particularly as 
the roads are now increasingly being kept open and serviceable throughout 
the winter. In those few localities where no other transportation is available, 
it would seem reasonable to permit the railways themselves to operate 
bus and trucking facilities, subject to those same safeguards of the public 
interest which are applied to similar services in the province concerned. 
Some provinces virtually prohibit the introduction of more economic 
substitute services by the railroads; this, however, should not deter the 
railways from applying for, and the Board from granting, line abandon- 
ment in these circumstances — the provincial authorities always have the 
alternative open to them of licensing some other service. An obvious 
corollary of the above is our recommendation that the railways should not 
be forced to build new lines or introduce new services which are econo- 
mically unjustifiable. 


We also believe that a more unified approach should be taken by the 
Federal Government in dealing with the transportation agencies under its 
control. Rather than having each transportation enterprise competing—and 
unequally at that — for the taxpayer’s dollar in order to be able to conceal 
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the high real cost of certain of their services, we believe it sounder, cheaper, 
and more efficient for them to provide only those services which will stand 
on their own feet. Moreover, if for national policy reasons, the Govern- 
ment feels it necessary to provide transportation at reduced rates to certain 
regions or producer interests, this should be done by openly reimbursing 
the transportation enterprises involved rather than by imposing uneconomic 
rates which have to be recouped as best they can elsewhere at the cost of 
substantial misallocation of the country’s transport and other resources. The 
railways in particular should be allowed to earn a reasonable rate of return 
where their services are economically justifiable, if they are to finance their 
needed capital expenditures. Indeed, we take it as axiomatic that the public 
should pay directly for the public interest; they should not transfer their res- 
ponsibilities to the shoulders of railway labour or the users of Canadian trans- 
port. We, therefore, have concluded, although with no little reluctance that 
the burden imposed on the railways by the statutory rate on grain traffic 
could be lifted with the least distortion in the short run by a new charge on 
the public treasury. Over the longer term we would hope that greater 
flexibility could be introduced into these rates by the cost reductions which 
will be effected by the Seaway, by improvement in the world wheat situation 
and by the growth of livestock production in the Prairie Provinces. 


In line with the broad aims of policy which we believe should be fol- 
lowed is our recommendation that other forms of transport should pay 
a fuller share of the true costs of their operations — subject, of course, to 
any regional subsidy that may be extended by governments. According 
to calculations in the transportation study, inland water transport pays 
only 78 per cent of its full costs, the balance being made up by the provi- 
sion of harbour, canal, and marine, navigational and other services by the 
Government at a loss. We would hope that steps will be taken to increase 
revenues from these sources gradually over the years and that the Seaway, 
which will be in direct competition with the railways, will pay its full costs 
including interest and amortization. Air transport is in a similar situation, 
receiving a subsidy amounting to broadly the same percentage of its 
total costs through the provision of airports and weather, navigational 
and other services at well below their real prices. To keep subsidies in 


check — they would otherwise grow rapidly because of the need for 
longer runways, better equipped airports, and improved navigation faci- 
lities —- it may be necessary to raise the landing fees of aircraft at 


Canadian airports. Although we were told that the landing fees for a 
North Star aircraft are nearly four times as high in Canada as in the 
United States, they amount currently to only about 50 cents per passenger 
carried. 


As we indicated in our Preliminary Report, these conclusions apply 
with no less force to Canadian trucking. It is calculated both in Trans- 
portation in Canada and by the Canadian Tax Foundation that the users of 
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highways are paying no more than 59 per cent to 64 per cent of highway 
costs — considerably less if the calculations are made, as they should 
technically be made, on the basis of amortizing replacement costs, not just 
historical costs.1! It is generally agreed by transportation authorities that at 
least 75 per cent to 80 per cent of road and highway costs should be paid 
for by users, with many authorities holding that it should be 100 per cent, 
i.e., that those benefiting from vehicular services should pay for the benefit 
through the taxing and licensing fees of the vehicles that use the roads and 
highways for door-to-door deliveries, passenger traffic, or community ser- 
vices. It is, of course, impossible to allocate these costs among individual 
users like trucks, buses and cars according to a rigid scientific formula, even 
though some general conclusions may be drawn. The same problem occurs 
in the allocation of the cost of different roads or highways, although 
it is reasonable to assume that road costs as a whole should be equally 
divided among all users, particularly as a less travelled route can be 
built relatively much more cheaply than a heavily-used main express 
highway between two large industrial centres. In any event, the risk of 
distorting transport facilities is small in that user taxes now amount to 
less than 81% per cent of the average annual total costs of operating a 
private passenger automobile. For trucks, the percentage varies from under 
5 per cent to 15 per cent, depending on the size and use of the truck. 


It appears that the larger trucks in particular are responsible for a 
major part of the large short-fall ($179 million in 1953) of user revenues 
in relation to provincial and municipal expenditures. This is true whether 


their share is calculated on an incremental cost basis — i.e., on the 
extra damage done to roads by the pounding of heavy trucks and 
the heavier construction of highways and bridges they require — or 


on a ton-mile basis. The transportation study indicates that cars and 
light trucks pay from just over three times to seven and one-half times 
as much taxes per gross ton-mile as do the heavier vehicles, depending 
on the province concerned and the size and class of truck. We feel that 
special studies should be made to determine more exactly the proportion 
of taxes and fees which should be paid by the different classes of vehicles, 
with a view to removing these anomalies as well as those which exist in 
relation to the railways and other forms of transport. It should be pointed 
out that even a doubling of taxation on the heavier classes of trucks — 
if this were found to be justified — would only raise the total operating 
costs of those trucks by 5 per cent. It is unlikely, therefore, that any 
tax increases found to be necessary will bring about sweeping changes 
in the pattern of traffic, even though it will eliminate many distortions 
and inequities. Trucking’s growth to no little degree depends on an ade- 
quate road and highway system, not only in terms of capacity but in. 
terms of speed, safety, and service; if the roads are to be adequate, all 
users should pay a larger share of the bill than they have in the past. 
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We do not think the sort of unity of transport policy we have been 
talking about can be achieved by some super transport body with rigid 
regulatory power, even if there were no constitutional objections to such 
a scheme. We do, however, believe it can be more nearly attained if the 
authorities concerned seek to ensure that each form of transport as nearly 
as possible pays its own way and is regulated in such a way as to prevent 
waste, duplication, and uneconomic rate-making. At the same time we are 
sure that governments will continue to be subject to pressures to provide 
free or uneconomic transport services. Numerous transportation matters 
on which representations were made to us were either not within 
our terms of reference or incapable of proper study by this Com- 
mission. For instance, as the matter is being thoroughly examined by 
another Royal Commission, we did not feel it proper for us to comment 
on policy questions connected with coastal shipping, despite the numerous 
representations we received from the Atlantic Region against barring 
cheaper foreign ships from this service. For the same reason we did not 
wish to comment on policy with respect to ocean shipping, despite the 
similar representations made to us and the opposing views expressed 
by the Canadian shipbuilding industry that it was in their, and the national, 
interest to build up a Canadian merchant marine. We also received contra- 
dictory submissions from Trans-Canada Air Lines and Canadian Pacific 
Air Lines, the one claiming that the volume of air traffic in Canada was 
too small to permit two mainline air-carriers to operate efficiently, the 
other denying that this was the case. We feel that all the facts and impli- 
cations of alternative policies should receive careful and continuing study. 


We received representations that a railway should be built on the 
North Shore of the St. Lawrence and that the St. Lawrence River should 
be kept open for winter navigation from Quebec City through the Gulf.” 
This area requires better water transportation services and, in particular, 
a year-round boat service from Rimouski to such points on the North Shore 
as Baie Comeau and Sept Iles. The provision of a year-round water trans- 
portation service would help to reduce the present isolation and the conse- 
quent high cost of seasonal fluctuations in economic activity on the North 
Shore. We believe the development of this important area would be speeded 
if present transportation inadequacies were improved in this way. We are 
also of the opinion that the solution of the technical problems involved 
in providing winter ocean navigation to Quebec and the assessment of the 
financial costs of so doing should be pressed foward. In our view, a rail- 
way on the North Shore of the St. Lawrence may well be needed in the 
years to come. 


It was also asserted to us that the Welland Canal may need to be 
improved before 1980 if it is not to prove a stumbling block to traffic 
using the Seaway. This would involve “twinning” the five locks out of 
eight which are still single at a cost of $125 million to $150 million. Because 
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it is impossible to foresee with great precision the amount of Seaway traffic 
which will pass through the Canal, the directional balance of that traffic, 
and the average size and cargo carrying capacity of the ships involved, 
we were not able to determine how soon this bottleneck might become 
apparent. 


Passenger Traffic 


Trends in passenger traffic have been not wholly unlike those in 
freight transport, although they have been much more sharply defined. 
From a virtual monopoly of all intercity passenger miles at the turn of 
the century, the railways’ share of this traffic declined to just under 40 
per cent in 1928 and to just over 10 per cent in 1953. Concomitantly, 
the share of private automobiles has grown from nil to 60 per cent and 
nearly 80 per cent respectively in the same period, while in the last quarter 
century the share of buses has grown from 2.2 per cent to 7.1 per cent of 
the total and of air transport from nil to 2.9 per cent. The rapid growth 
of automobile traffic, of course, has had the most profound and far- 
reaching impact on our social and economic life. Together with all the 
other speedy forms of modern transport, it has also had a profound effect 
on our national unity, enabling Canadians to see other parts of the 
country easily and quickly and to meet and understand their fellow 
citizens in a way that was undreamed of a comparatively few years ago. 
One has only to contrast the seven-hour air journey from Toronto to 
Vancouver (soon to be four hours) with the year and a half it took Cheadle 
to move the same distance through Canada in 1862 by rail, steamer, canoe, 
horseback, and finally, on foot — swimming rivers, climbing mountains and 
hacking through the forests of British Columbia.12 Of course, modern trans- 
port facilities have increased the pull to the south and overseas as well, 
and will continue to do so in future. If this sometimes seems to inhibit 
Canadians from seeing as much of their own country as they should, it 
also has made a welcome contribution to our knowledge and has enabled 
us to see ourselves in better perspective. 


The growth in the importance of the private automobile as a means 
of intercity transport is bound to be much slower in the future — if only 
because it has attained such a large share of the total now. Automobile 
registrations, however, will probably more than treble their 1953 total 
to 8%4 million in 1980, with annual expenditures on the operation of cars 
rising relative to Gross National Product up to about 1965 and falling 
slightly thereafter to a 1980 level a shade higher than at present. As 
it is unlikely that the size of intercity buses can be increased, even 
though their speed might be stepped up with better highways, it is pro- 
bable that they will not hold their present share of the passenger market. 
Air travel, particularly on long-hauls and international routes, will doubt- 
less continue to increase with the speed and carrying capacity of aircraft, 
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even though passenger rates, presently averaging 6 cents a mile, are 
unlikely to fall as low as those of the buses and railways, currently 2! 
cents and 3 cents a mile respectively. Rail transport will probably continue 
to decline slowly, although on mainline routes and for shorter and over- 
night journeys it will compete satisfactorily with the airlines because of 
time-consuming journeys to and from airports. Extensive development of 
helicopter service could, of course, alter this picture considerably, although 
introduction of speedier trains and the more extensive use of rail diesel 


cars should enable the railways to maintain their competitive position 
fairly well. 


The further growth of automobile, truck, and bus registrations, to- 
gether with increased urbanization, will naturally intensify still more our 
already acute problems of urban traffic congestion. It is estimated that 
more than half of all vehicle miles are travelled in urban areas and that 
an even higher percentage of vehicles are concentrated in these centres, 
although only 11 per cent of all road expenditures are made in our cities. 
The result has been collective frustration on a grand scale — speeds have 
been reduced in many cases to five miles an hour in the rush-hours, the 
benefits of the shorter work week have been eroded by the extra time taken 
to get to work, and the costs of delay have mounted to an extraordinary 
level (in Montreal the extra fuel costs alone of traffic congestion have been 
estimated at no less than $30 million annually). The gross inefficiency of 


urban transport has, in fact, prejudiced the progress and well-being of our 
larger cities. 


As we indicate in the next chapter, the answer to this problem is 
intimately linked to the whole question of municipal planning and finance. 
An intelligent start cannot be made, however, until there is more recog- 
nition of the fact that automobiles take up between three and four times 
as much street space per passenger as public transport and cost three to 
six times as much. Moreover, it takes between four and six three-lane 
expressways to transport as many passengers in rush hours as a subway 
or a rapid transit system, and at about five times the cost per person 
transported; in addition, the expressways create an additional downtown 
parking and congestion problem. It may reasonably be asked why in these 
circumstances urban transport has declined so rapidly in importance. The 
answer in our view is twofold; the inadequate response of public transit 
authorities to changed conditions and, more important, the fact that the 
congestion caused by private automobiles slows down the public transit 
vehicle’s speed, making it more convenient and quicker for more people 
to take their cars, particularly as they are conscious only of immediate 
operating costs in calculating their expenses. This loss of traffic causes 
still more congestion and further losses of transit patronage; thus the 
cycle moves on and on. 
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In our opinion, the answer to this problem lies in three basic direc- 
tions. First, the motorist should pay a greater share of congestion’s real 
costs, in terms of streets, parking facilities, and all the other costs of 
delay. This is important if the municipalities are to remain financially 
strong. Secondly there will have to be more highway by-passes built and 
more restrictions on vehicle movements downtown; an outright ban on 
parking, or even of access in some instances, more one-way streets, fewer 
left turns, etc. Thirdly, in the larger cities where these arrangements are 
not sufficient to restore an orderly flow of traffic, large expenditures will 
have to be made on rapid transit systems, either below, on, or above 
the ground. In view of the figures given above, it seems reasonable to us 
that if the provinces are willing to make contributions for expressways, 
perhaps they should also be ready to provide assistance for rapid transit 
systems in metropolitan areas. If our cities are to prosper, the motor car 
must cease to be treated, in the words of Lewis Mumford, “as the sacred 
cow of our society”. 


hh 


HOUSING AND SOCIAL CAPITAL 


CANADA’S STOCK of fixed capital assets may be divided conveniently 
into industrial capital, social capital and housing. Between the first and 
the last two of these groups lie real and important differences. A school 
and a factory building are both, clearly, structures — nowadays, from 
the outside, they may even look alike. But there the resemblance ends. 
They are put up for different reasons; they are paid for in different ways; 
they have different roles to fulfill. 


It follows that in attempting to visualize Canada’s future requirements 
of housing and social capital, we must adopt a special viewpoint. First, 
however, we must indicate what we choose to mean by social capital. We 
here include schools, universities, churches, hospitals, airports, roads and 
streets, sewer and water systems, and a mixed assortment of other buildings, 
installations and equipment used by public institutions and departments of 
government. For all these things, it seems to us, the Canadian public has 
come to assume a particular sort of collective responsibility. They do not, 
for the most part, come into being as a means of making money, but rather 
to meet acknowledged needs. Their provision is usually undertaken, not by 
private enterprise, but by governments, religious bodies, and public service 
organizations of various kinds. 


We cannot pretend that our list is a wholly consistent one. Several 
borderline cases spring to mind. There would be, for example, a good 
case for including the physical assets of urban transit utilities, were this 
statistically convenient. There is, too, some anomaly in leaving railways 
out when roads and airports are in. Sir John A. MacDonald, had he been 
cursed with the need for such terminology, would probably have regarded 
railways as neither industrial nor social capital, but as a complex and highly 
explosive mixture of both. Housing, bound up as it is with family life and 
so basic a need as shelter, resembles social capital in many respects. Most 
housing construction in Canada is, to be sure, a commercial venture. But 
over the last two and a half decades, the public has come to demand of 
governments that they exert an increasing measure of influence in this 
field. The rate of housing completions and the availability of housing 
finance, in particular, have become major preoccupations of government 


policy. 
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Housing and Social Capital Needs 


In looking at this particular segment of Canada’s future, then, we 
cannot limit ourselves to the kind of considerations that are associated 
with commercial enterprises. The question that has to be asked is not, 
on the whole, how much housing and social capital will be profitable in 
view of effective demand, but rather, how much will Canadians be pre- 
pared to pay for, largely through taxes, to meet their needs? Some clue 
to the answer is provided by our forecast of national income. As national 
wealth increases, the likelihood is that progressively larger dollar amounts 
will be devoted to housing and social capital. Another most important 
indication is to be found in the population forecast of Chapter 6. More 
people, more houses; more children, more schools. But there are still 
other factors to be considered. New roads will be needed, not just because 
the population is growing, but also because that population is making an 
increasing per-capita use of motor vehicles. New high schools must be 
erected, not just because the number of teen-agers is rising, but also because 
those teen-agers are tending to stay for more schooling. Broad technological 
and social changes of this sort will exert a great influence in the future 
as they have done in the past. 


One of the most significant forces bearing on future housing and 
social capital requirements will be urbanization — the burgeoning of 
cities and towns; the increasing ratio of urban to rural population. This 
will affect not just the location of need, but its amount and intensity. 
Rural people, of course, need housing, schools and roads. But their 
requirements do not as a rule extend to civic squares, day nurseries, side- 
walks, curbs, sewage disposal plants, and elevated expressways. Important 
as it will be to meet the changing requirements of the rural community, 
by far the larger part of the bill for new housing and social capital will be 
incurred in areas which, if they are not urban today, are destined to 
become so. 


We may, by laying so much stress on this, appear to labour the obvious. 
Urbanization, after all, has been going on through most of the history 
of Canada. It has shown up in nearly every census since Confederation. 
It has been one of the most outstanding and talked-about developments of 
the post-war boom. 


In a wider sense, however — in the sense which embraces not merely 
the fact but its full implications — urbanization is not so obvious. Can- 
adians have flocked to the cities, but their institutions, their habits of 
mind, and especially, perhaps, their mythology, have lagged behind. The 
jut-jawed outdoorsman, still vivid against a prairie sky, a rocky coastline 
or a stand of black spruce, still works long hours as a national symbol. | 
To a degree, this is very well: such people exist, and their race will, we — 
profoundly trust, endure, providing a flesh-and-blood link with the pioneer 
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past. But the unromantic fact is that most Canadians today are not like 
this at all. They live and work in cities and towns; their environment, for 
most of the year at least, is an urban and largely man-made one. It is 
of no small importance that they should see themselves and_ their 
surroundings for what they are. The spectacle may not in all respects 
be pleasant to contemplate, but contemplated it must be as the vital 
first step in moving toward more efficient and more rewarding patterns 
of urban life. 


Our expectations regarding the future urban-rural distribution of 
Canada’s population are summarized in the accompanying table. In brief, 
we anticipate that the urban population will more than double. By 1980, 
Canadians living in cities, towns and villages of 1,000 population or more, 
and in other settlements forming part of large urban areas, will account 
for almost 80 per cent of the total population, compared with just over 
60 per cent in 1951. Close to 50 per cent will be living in enlarged versions 
of the present 15 census metropolitan areas, and more than half the popu- 
lation will be living in metropolitan and urban areas of over 100,000 
population. 


Meanwhile, the rural population may increase somewhat in absolute 
terms, but decline relatively to the total. The rural farm population wiil 
decline both relatively and absolutely, dropping from roughly 2,800,000 
in 1951 to approximately 2,350,000 in 1980. Only about 9 perwicent 
of Canadians in 1980 will be living on farms in rural areas, compared 
with 20 per cent in 1951. 


Table 15.1 


FORECAST OF URBAN-RURAL 
DISTRIBUTION OF POPULATION 


(assumed net immigration — 75,000 per annum) 


1951 (actual) 1980 (forecast) 
Thousands of Thousands of 
persons Per cent persons Percent 

LoumetrOpolitan arease an... 0540. 5,190 37 12,000 45 

ETAT AIT AS * as. a tote te se 3,433 25 9,010 34 

POLAT ct, stke ee TE meee ere ee 8,623 62 21,010 79 

Biiralsnon-farms sce Me eee ee 2,534 18 3,294 12 

TRU Ob MATINS «scat S324. seeeeeeeL ease ee 2,827 20 2,346 9 

otal Turd. ...-s0n teh okie pee ecm 5,361 38 5,640 21 
Total population of Canada 

(excluding Yukon and N.W.T.)....... 13,984 100 26,650 100 


a St. John’s, Nfld.; Halifax; Saint John, N.B.; Quebec; Montreal; Ottawa; Toronto; Hamilton; London; 
Windsor; Winnipeg; Calgary; Edmonton; Vancouver; Victoria. 


Source: Yves Dubé, J. E. Howes and D. L. McQueen, Housing and Social Capital, 1957, a study for the Com- 


mission, Chap. 2, Table 8, p. 32. 293 
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This forecast, which is developed in the separate study prepared 
for us, Housing and Social Capital, rests on two main assumptions: * 
first, that the developments which we foresee in the agricultural industry 
will be associated with a considerable further net decline in the rural farm 
population; and second, that the larger metropolitan and urban areas, 
regarded as a group, will draw to themselves as great a share of net 
increase in the national population as they have drawn in the recent past. 
Smaller urban places will grow — indeed, they may grow more rapidly in 
percentage terms than the metropolises. There will be some new Kitimats, 
too. But well over half the net increase in Canada’s population will accrue 
to urban areas which already have more than 40,000 people in them. 


These assumptions and the conclusions to which they give rise may 
well be unacceptable to many of our readers. Some may think simply 
that we are wrong — that we are misreading the trends. Others may 
think that we perceive the trends well enough, but that when Canadians see 
where those trends are leading — to a Montreal of perhaps three million 
people and a Toronto of comparable size — they will recoil in horror, 
mend their ways, and initiate a process of decentralization. 


We have a great deal of sympathy with those who would attempt to 
limit the size of cities and divert growth away from the larger metropolises 
into smaller places. Advocates of this course have powerful arguments 
on their side. When they claim that in the long run, and all things consi- 
dered, their way would be best and cheapest, we suspect that they may 
be right. If the full social costs are taken into account, locating a major 
proportion of a country’s industry and population in a few large centres 
may indeed be uneconomic, as well perhaps as a dangerous thing to do 
from a defence point of view. 


At the same time, we must be realistic. Twenty-five years seems all 
too short a space in which to accomplish such a giant step forward in 
human rationality. For some centuries, cities in general have gone on 
getting bigger, adapting their modes of growth to technological and other 
change, and defying every sort of anathema, prediction of doom, and 
plea for common sense. William Cobbett, writing in the early part of 
the nineteenth century, referred to London, then little if any more populous 
than Montreal and its suburbs in 1956, as “the Great Wen”. What epithet 
would he coin today? The complex attractions of the metropolis, with 
its multifarious demands for goods and services, its pool of skilled labour, 
and its variety of diversions and conditions of life, must never be under- 
estimated. 


Developments in road transport and energy supply have, certainly, 
gone far to loosen the pattern of industrial, commercial and residential 


* Apart, that is, from those major assumptions regarding war, depression and government 
policy which are common to all our forecasts. 
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location. They have made decentralization more feasible for many lines 
of activity and they have brought welcome new industry to many small 
towns. But one of their major results has been to produce a new kind 
of big city — the Los Angeles kind. Sprawling, patchy, less a city perhaps 
than an urban region, this post-Henry-Ford phenomenon is yet a broadly 
recognizable entity, with many of the old urban problems and some new 
ones besides. 


We conclude therefore that while opportunities to spur on real decen- 
tralization should not be missed, Canadians should expect their larger 
as well as their smaller urban agglomerations to double or more than 
double in size. This could be a very bad thing; but it need not be nearly 
as bad as it sounds, provided adequate resources of energy and intelligence 
are thrown into the task of recognizing, studying and influencing the 
forces of urban growth. 


Aspects of Urbanization 


We may, in appearance, have wandered away from our subject. But 
not in reality. To a large degree, the provision of housing and social 
capital requirements over the next quarter century will consist of the 
extension and revamping of the urban environment — that environment 
in which most Canadians will spend the greater part of their lives. 


What sort of places are Canada’s larger centres of population today? 
We cannot, quite obviously, attempt to answer this question fully here. 
History, geography, and patterns of economic development have made 
each of Canada’s bigger cities and urban areas importantly different, 
one from another. There is probably no single generalization or pres- 
cription for betterment that can be applied without qualification to them 
all. And yet there are features and problems common to many. Perhaps 
the easiest way of stating what some of these are is to describe, in a 
crude and oversimplified way, an imaginary but not altogether untypical 
Canadian metropolis —- a place of some size, let us suppose, which has 
experienced an average share of post-war prosperity and growth. 


To begin at the centre, there is the downtown business district, con- 
taining most of the larger stores, offices, banks, cinemas and public 
buildings. Signs of growth are evident: many of the buildings are new 
and larger than the ones they replaced. This district has expanded, both 
outward and upward. The daytime population density has increased, and 
the density of traffic has increased even more, reflecting a greater per 
capita ownership of motor vehicles. Many of the streets are now one-way, 
curb parking has been severely restricted or banned altogether, and some 
off-street parking facilities have been provided. All these developments 
have helped, but they have not been enough to arrest an underlying tend- 
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ency for the traffic situation to become gradually worse. One effect of this 
worsening has been to speed up the relative movement of commerce and 
industry to the suburbs. As a group, the downtown stores are doing a 
larger volume of business, but it is not as large a share as it used to be 
of the total business. A number of leading businessmen, together with the 
mayor, the city planner and others, are becoming seriously concerned 
over the future of the entire district. 


Ringing the centre is a belt which contains some of the oldest and 
least desirable housing that the area has to offer. Looking back toward 
the centre, one sees in places a striking contrast of slum and skyscraper. 
Not all of the structures in the district are housing, and not all of them 
are in bad condition; indeed, the observer’s principal impression is likely 
to be one of confusion and patchiness. Essentially incompatible land uses 
— an auto body shop, say, and a multi-family dwelling — huddle unhap- 
puly together. The old industrial and warehousing quarter and the coal 
and railway complex are all too close at hand. The proximity of these 
and of the downtown “core” makes for heavy flows of the noisiest and 
most earth-shaking sort of vehicular traffic. Like its structures, the district’s 
people are a varied group: not all, by any means, resemble the conven- 
tional picture of slum-dwellers. Some, for example, are recent immigrants 
who could afford to live better, but who are economizing in order to build 
up a stake. As a whole, however, the district accounts for much more 
than an average share of the city’s expenditure on social services and 
policing, as well as on fire protection. 


As one moves further outwards, the houses, though still mostly quite 
old, become larger and less crammed together. Part of this ring is where 
the Victorian and Edwardian “carriage-trade’” used to originate, and 
even today a measure of spaciousness and dignity remains. Some of the 
houses continue to be occupied by single families; others, however, have 
been converted into apartments and offices. Still others have been torn 
down — not always without protest — to make way for new apartment 
blocks. Young families have tended to move away to the suburbs, with 
the result that there are not so many children about as there used to be. 
Some of the schools actually have capacity to spare. 


The next ring (no real Canadian city, of course, is ever this geo- 
metrically precise) consists of the erstwhile suburbs of the first four decades 
of the twentieth century. For the most part, these are now thoroughly 
built up and “citified”, with a good range of municipal services and 
amenities: paved streets, curbs, sidewalks, street-lights, sewers, water- 
mains, transit service, elementary and secondary schools (including two 
technical institutes), police and fire stations, parks and a couple of branch 
libraries. The pattern of streets is mostly a monotonous grid, none too 
well adapted to the steadily increasing traffic load it has to bear. Some 
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of the wider streets combine the functions of urban arteries, highway 
connections, and secondary commercial districts. In the morning and 
evening rush hours, they fail to perform any of these duties satisfactorily. 


From here on, the picture becomes much more varied. The density 
of population and of structures tends to thin out, but the thinning does 
not occur smoothy or evenly. Wherever there is a good highway, the 
built-up area ribbons out along it, generating local traffic and greatly 
reducing the road’s capacity as a medium and long-distance artery. There 
is no regular or well-defined periphery. In some places, sub-division has 
leapfrogged clear into the open country. The structures are of many types 
and qualities. There are some semi-rural “Jerryvilles”, havens from city 
taxes and building by-laws, where people have built or are building their 
own houses, in stages, on minimum budgets. There are streets of one- 
and-a-half-storey boxes, dating from the early post-war period; there are 
$30,000 ranch bungalows and split levels on half-acre lots; and there 
are many other categories of housing, including some apartment blocks. 
There is industry: long, low, often attractively landscaped plants, freed 
from the limitations of downtown congestion and land costs, and adapted 
to modern, mechanized methods of handling and production. There are 
shopping centres, and there are the usual gauntlets of gas stations, motels 
and hot-dog stands. All this, sprawled over a vast acreage which was once 
mainly devoted to market gardening and dairy and chicken farming, and 
which still is agricultural in spots. | 


As a whole, the fringe of “Metropolis” amounts to a major manifes- 
tation of post-war prosperity and growth. All the more striking, therefore, 
is the fact that much of it — the outermost part, especially — is deci- 
dedly poor in municipal amenities and services. In the 1920’s, housing 
construction tended to follow the extension of at least the basic services: 
now the reverse seems almost more true. Much of the road and street 
mileage is rough and unpaved, without curbs or sidewalks. Ditches, as 
deep in places as a small child is high, are too often the only storm 
sewers. For many householders, water and sanitation is a matter of 
individual wells and septic tanks, both of varying reliability.* One large, 
outlying development boasts a community well, water-mains, sewers, and 
a “package” disposal plant. These worked admirably for a time: now, 
however, as the development grows, the basic water supply is giving 
cause for concern, while the disposal plant has become overloaded and 
is contributing to the pollution of a once pleasant stream. Throughout 
the fringe, schools, though new, are moderately to badly overcrowded. 


* A Central Mortgage and Housing Corporation study has shown that in 1956, some 29 
per cent of the population of the 15 census metropolitan areas was largely unprovided 
with sewer service. Some 41 per cent of the population of 21 other major urban areas 
lived in largely unsewered municipalities. See Central Mortgage and Housing Corporation 
Sewerage Service for Urban Housing in Canada, Ottawa, 1957. 
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Police and fire protection exists, but is thinly spread. Transit service is 
reluctantly and sparsely provided, at a financial loss. Curiously enough, 
in view of the sprawling, land-prodigal nature of the area, there are large 
residential tracts in which little or no space has been left over for parks. 


One might think that these shortages were simply a result of the haste 
with which development had gone forward and that most of them would 
ve corrected before very long. Unfortunately, one cannot be altogether 
sure of this. Even less can one be sure that when the shortages are made 
good, the total result will prove to have been an attractive and reasonably 
economic extension of Metropolis. Already it is becoming obvious that 
much of the fringe — there are honourable exceptions —— has developed 
quite haphazardly, in such a way as to make the provision of proper 
municipal services far more difficult and expensive than it really need 
be. Moreover, for all that the fringe’s location and character have been 
made possible by the automobile, not enough account has been taken 
of the needs and habits of that vehicle. Many of the street layouts and 
distributions of land use generate unnecessary vehicle movement or 
make insufficient separation between through and local traffic. This 
will become clearer as development continues and traffic increases. 


A key fact about Metropolis is that, notwithstanding a large-scale 
annexation some years ago, more and more of the growth has been occur- 
ring outside the boundaries of the city proper. To illustrate some of the 
significance of this, we may point to “Edgetown”, one of the less favour- 
ably situated fringe municipalities. In 1945, Edgetown was predominantly 
rural (and indeed still is nominally organized as a rural municipality). 
When the first new housing developments appeared, they were welcomed: 
the municipality’s tax revenues were enhanced, and farmers’ regrets at 
losing their land were mitigated by the prices they received for it (although 
some now fervently wish they had held out longer). As time went on, 
however, the council became painfully aware that for a municipality, urban 
housing is far from clear gain. The new residents began to demand good 
schools and a growing list of expensive services and amenities. When they 
first moved to what was then almost the country, they probably did not 
expect to need so much in the way of city-type facilities. But they changed 
their minds. 


Now, with much of the best land already taken up, the municipal 
fathers are of the opinion that, housing shortage or no, they should have 
held back residential development and corralled more industry. A good, 
fat proportion of industrial assessment, yielding more in taxes than it 
received back directly in services, would have provided extra revenue with 
which to service the residential areas. “Industriburbia”, another fringe 
municipality next door, acquired just such a proportion and is doing well 
out of it, an ironic feature of the situation being that not a few of Edge- 
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town’s residents settled where they did in order to be close to their jobs 
in Industriburbia (Metropolis city has a similar complaint). 


However, it is too late now: Edgetown finds itself with comparatively 
high residential taxes, low residual borrowing powers (these are deter- 
mined by the provincial government, largely on the basis of assessment), 
and a big backlog of capital works. Developers approaching the council 
with subdivision proposals get a cooler reception than they did formerly: 
their plans are only approved on condition that they undertake to provide 
paved roads, curbs, and sewer and water laterals. In effect, the financing 
of local improvements has been shifted from municipal debentures to 
National Housing Act mortgages. The citizens continue to pay, but as 
homeowners rather than taxpayers. 


Some Edgetown residents have begun to inquire into the possibility 
of annexation to the city. The city authorities are not, on balance, enthu- 
siastic. They would like, certainly, to exert more control over develop- 
ment in the fringe. For some time, they have been unhappy about the 
way things are going out there. They have been aware of definite adverse 
repercussions on the city; moreover, they have a suspicion that sooner 
or later, in one way or another, they will find themselves responsible for 
servicing much of the present fringe — for, as they put it, “straightening out 
the mess”. But to take on Edgetown, or a large part of it, would be to take 
on a formidable backlog of capital expenditure, and the city has a backlog 
of its own. The previous annexation has not yet been fully digested; there 


is still some vacant land within the city limits; two large new residential 


developments will need servicing. Work has just begun on a major 
expressway. A slum clearance and urban renewal project in the near- 
downtown district is being discussed. The city is being pressed to start 
treating its sewage instead of discharging it raw into the “Metropolis 
River”. The city, therefore, is chary of annexing more territory just at 
present — particularly territory which, demonstrably, would cost more to 
service than it yielded in taxes at prevailing city assessments and rates. If 
the proposed annexation took in a larger area — if, for example, it included 
Industriburbia, together with “Manybucks Village”, which has no industry 
(heaven forbid!) but which manages to support an excellent school and 
what its residents consider to be an adequate level of other services — 
then, perhaps, it would be more worth while — some day. Both Indus- 
triburbia and Manybucks would probably fight annexation. The city’s 
case would have to be carefully prepared. 


This, then, is Metropolis —- fundamentally, an expanding social and 
economic entity, with numerous ties of interdependence between its 
principal parts — governmentally, something else again. As a mechanism, 
or an organism, it has serious defects. With the inestimable benefit of hind- 
sight, one can see many ways in which its post-war expansion could have 
been better managed. 
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We are guilty of overdrawing, as well as of oversimplifying. Many 
large urban centres in Canada have managed to handle their growth pro- 
blems a great deal better than our imaginary Metropolis. Some cities were 
fortunate enough to begin the post-war period with overextended bound- 
aries inherited from previous booms, and with large tracts of land acquired 
through tax defaults. Advantage was taken of this circumstance to exert 
a close and farsighted control over new development. Nevertheless, many 
of the problems and situations which we have described will be familiar 
to numbers of Canadians. Examples of them, or of problems and situations 
very like them, exist today and can be readily identified. We would ask 
our readers to consider whether, on the assumption that our forecast of - 
urban growth is broadly correct, the manner in which many Canadian 
centres have expanded and still are expanding should not be a subject of 
serious public concern. 


Urban growth is a complex thing; it changes character over time and 
has a way of resisting or eluding most panaceas. We will not undertake 
to say either what form Canada’s larger cities are likely to take by 1980, 
or what form they should take. Possibly a roughly concentric arrangement 
of Metropolis plus green belt plus well-planned and semi-self-sufficient 
satellites should be the ideal. Possibly something else will prove to be 
more in accord with the social and technological facts of life twenty-five 
years hence. 


It does seem to us, however, that if the expansion of large urban areas 
is ever to be brought under an adequate degree of rational control, it will 
have to be done by governments or joint authorities exercising jurisdiction 
over all or most of their respective areas. Annexation, amalgamation, 
metropolitan federation as in Toronto — there are various alternatives. 
The essential is that the big problems, the area problems, be dealt with on 
an area basis. When numerous individual municipalities attempt to handle 
such problems without reference to any joint or overriding authority, it is 
virtually in the nature of things that they should get at cross-purposes with 
one another. It is also quite likely that when, as a means of resolving the 
impasse, some large-scale annexation or other form of union is proposed, 
one or more of the affected municipalities will balk, judging that it has 
more to lose than to gain. This, however, may only be true from a narrow, 
short-run point of view. The great majority of the area’s citizens, including 
many residing in the recalcitrant municipality, may be in favour of going 
ahead. If such is the case, and if the entire matter has received adequate 
study and publicity, there would seem to be justification for the provincial 
government concerned to act in the interests of the majority. 


It may be that the pattern of urban growth in some parts of Canada 
will become so extensive as greatly to exceed the scope of even the largest 
practicable municipalities or municipal federations. Already, there appears 
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to be some need for regional planning bodies with wider geographical pur- 
views than most which have hitherto existed and with responsibilities 
relating to agriculture and other non-urban interests. As time goes on, 
these bodies may have to be given additional powers and functions. How 
this is to be done while maintaining the essentials of local democracy may 
be one of the knottier problems of the future. 


For some persons, planning is a magic word; for others, it is an 
obnoxious one. Our own view is that trained, professional town planners 
are valuable people indeed (they are also, incidentally, very scarce people 
just at present), provided they are put to work in the right context. They 
have special skills and techniques; they are apt to possess as well a highly 
desirable comprehensiveness of outlook. But too much should not be 
expected of them. They cannot simply be hired and relied upon to produce 
glittering solutions from their mysterious boxes of tricks. To paraphrase 
Clemenceau, planning is too important a thing to be left entirely to plan- 
ners — and with this, most planners would heartily agree. The most 
successful examples of planning have involved a method of approach, a 
way of doing things, which has permeated just about every aspect of the 
municipality’s operations, including — this is especially important — the 
financial aspect. Good municipalities and school corporations have always 
done a considerable amount of planning, with or without professional 
assistance. To them, much of what modern proponents of planning now 
advocate will seem merely an enlarged and more formalized version of 
what they have been doing all along. At the risk of being caught in the 
crossfire of contending schools of thought, let us attempt to summarize 
what the “new look” broadly is. When an area has been subjected to a 
thorough and continuing survey;* when, on the basis of that survey, a 
zoning, land-use and capital improvements plan has been drawn up, 
flexible yet resistant to capricious or doubtfully motivated alterations; 
when to this have been added a zoning by-law, another by-law controlling 
subdivision, and a long-term capital budget; and when the whole thing has 
been examined, discussed and accepted by department heads, council and 
the public — then there is planning, in the full, mid-twentieth-century 
sense of the term. 


Hitherto, the long-term capital budget has been the most commonly 
missing link in the chain. Now, however, it is making a more frequent 
appearance in Canada. It is, of course, a forecast, and like all forecasts 
may be falsified by events. In any given year, the municipality may be able 
to raise more or less money than it had anticipated. Changing circumstan- 
ces may necessitate major revisions. But the great advantage of a capital 
budget is, firstly, that taking one year with another, it keeps physical plan- 
ning and programming within hailing distance of the financially possible; 


* A planning survey — not merely a civil engineering one. 
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and secondly, that if it is properly conceived, it is based on a carefully 
worked-out system of priorities, so that if items have to be cut, they can 
be those items whose postponement least disrupts the co-ordinated advance. 


Mention of long-term budgeting makes this an appropriate point at 
which to ask whether the one-year term for elected municipal officials — 
still very prevalent in Canada, though not so prevalent as it once was — is 
really long enough in a city or urban area of any size. It has, to be sure, 
an earthy, Jacksonian flavour about it, and may still be a good way of 
keeping small rural councils close to their constituents. But to ask men 
and women to be responsible for expenditure running into the heavy 
millions, to make or approve plans extending for many years into the 
future, and yet to be prepared to face the electors every 12 months, 
seems rather a tall order. The temptation to defer difficult decisions to 
the next council, and then again to the next, must be very great — all 
credit to those who resist it. Perhaps democracy and the requirements of 
statemanship might now compromise at a two or even a three-year term. 


Another feature of urban municipal government which could usefully 
be re-examined is the degree of separation which still commonly exists 
between the business of planning and building roads and streets and the 
business of providing public transportation. “Transit utilities should be 
organized as business enterprises, and they should pay their way” — this 
dictum comes down to us from the days when the electric tram was Every- 
man’s transportation and the fastest thing on city streets. Obviously, condi- 
tions have changed. The private automobile has not only cut into passenger 
volume; it has also crowded the streets in such numbers as to make transit 
service slower and less dependable, and it has stimulated the growth of 
low-density, automobile-oriented suburbs where buses run at a loss. Mean- 
while, the five-day week has reduced Saturday revenues, and television 
has kept many former evening riders at home. Notwithstanding all these 
developments, urban municipalities still tend to insist that their transit 
utilities be self-supporting, even to the extent of paying municipal taxes on 
their properties. Almost anything, it would sometimes seem, is preferable 
to a transit subsidy. In practice, the “almost anything” has usually taken 
the form of higher fares (which may not be unreasonable, having regard to 
what has happened to prices and wages in general) and of the reduction 
or elimination of less patronized runs. A rigorous and sustained application 
of the self-support principle might just possibly leave some Canadian cities 
with virtually no transit at all. 


We have no pat solution to offer for the urban traffic problem. Condi- 
tions vary greatly from city to city, and different remedies will no doubt 
be appropriate in different places. Two generalizations do, however, seem 
valid. The first is that the value of a transit utility is not all to be found in 
its balance sheet. The utility may be losing money in a strictly financial 
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sense, but it may be saving the city a much larger sum in street and traffic 
expenditure. Few would deny that it takes more streets, more traffic lights, 
more policemen and more parking space to move 1,000 people in private 
cars than it does to move the same number in transit vehicles. This leads 
to a second generalization, which is that the business of moving people 
and goods about large urban areas, whether by public or private vehicles, 
should by now be regarded as a single problem. As in any field of govern- 
ment expenditure, the overriding objective should surely be to give the 
taxpayer value for money — to spend public funds where they will do the 
most good, which in this case presumably means where they will do most 
to relieve congestion, meet the demand for movement as it grows, and 
promote desirable patterns of urban living. 


Viewed in this light, mass transit service may be deserving of much 
stronger financial support than it has received in the recent past. Over the 
next twenty-five years, there are likely to be times and places where the 
provision of truly rapid and attractive transit service — subways, monorails, 
or express buses running on exclusive strips or streets — offers a more fruit- 
ful field of expenditure than any immediate alternative. It would be the 
greatest of pities if municipal authorities were to be discouraged from 
considering such possibilities by theories of transit finance dating from the 
street-car age, or by unrealistic systems of provincial grants. We are hope- 
ful that provincial governments may come to the conclusion that if they 
are to make grants for transportation purposes at all, they can save 
themselves a lot of money by not restricting their grants to roads but, 
instead, making them available for whatever promises to be the most 
suitable and the most efficient facility in each particular case. 


The question of railway commuter service might be looked at from a 
similar standpoint. With good reason, railways have come to regard com- 
muter service as a notorious money-loser: expensive rolling stock and 
terminal facilities must be kept in being for two brief rush hours. But here 
again, the balance sheet does not necessarily tell the full story. Certain 
railway lines in some of the larger metropolitan areas are potentially well 
located for commuter service.* In a few cases, the provision of public funds 
to make a frequent and attractively priced service modestly remunerative to 
the railways might do more at less cost to relieve traffic problems than any 
alternative expenditure. 


All this is not to deny the need for efficient systems of urban roads 
and streets. Whatever can be done to improve and extend transit and com- 
muter service, the volume of motor traffic in urban areas must be expected 
to grow enormously; and its accommodation will demand the expenditure 


* Montreal, of course, has had large-scale commuter service for many years. There is also 
one well-patronized run in the Toronto area. 
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of many hundreds of millions of dollars. It is all the more important, there- 
fore, to base all outlays for transportation on the broadest possible study 
and to make sure that the money is going to the right places. 


The problem of urban traffic is not a little related to the problem of 
urban renewal and redevelopment. The terms “urban renewal” and “urban 
redevelopment” have come into increasing use of late. Sometimes, they 
appear to be employed almost interchangeably. We are informed, however, 
that there is a distinction between them. “Urban redevelopment” means 
any replacement of structures occupying urban land. It can be applied to 
a major slum clearance and rehousing project such as Regent Park in 
Toronto, to the replacement of a small office building by a new and larger 
one, or to the tearing down of an elderly mansion to make way for a 
parking lot. To some degree, urban redevelopment is always going on, in 
every city. “Urban renewal” has a broader meaning. It embraces, not just 
redevelopment, but the repair, rehabilitation and improvement of structures. 
It means the whole process by which the older parts of urban areas adapt 
themselves, or should adapt themselves, to changing circumstances. It is 
the process of keeping up to date. Like redevelopment, it is not a new 
discovery by the planning profession, but has been going on for centuries. 
The trouble is that what may be called “spontaneous renewal” rarely 
occurs soon enough or comprehensively enough. Whole districts or large 
parts of districts slip downhill into a condition of blight. Other districts, 
while not yet blighted in any obvious sense, remain set in a form which 
grows less and less suited to the modern, automotive way of life. Here, 
perhaps, is the basic problem of the downtown business district, which 
renews itself piecemeal and sporadically, but which does not undergo the 
fundamental modernization that it really needs. 


Canadian urban municipalities have been showing increasing interest 
in large-scale redevelopment projects. Procedures vary: usually what hap- 
pens is that a tract of land in a blighted area is “assembled” by purchase 
or expropriation, cleared (although some of the better structures may be 
allowed to remain), then turned over to public or private agencies for 
housing or other purposes. Just what purposes are appropriate will depend 
on the location of the land, and on the way in which the urban area which 
surrounds it is developing. Ideally, the redevelopment project should be 
preceded by thorough study both of the district in question and of the 
larger entity of which it forms part. An important question, of course, is 
where and how the former residents of the cleared district are to be 
rehoused. 


We anticipate that the larger issue of urban renewal will require 
considerably greater attention than it has received so far. Renewal, as we 
have indicated, involves not only redevelopment and the elimination of 
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existing blight, but the anticipation and prevention of future blight. Over the 
next twenty-five years, large sections of Canadian cities, notably those built 
up during the Wheat Boom of 1896-1913, will be reaching the potential 
danger point, if they have not done so already. By 1980, it is estimated, 
something approaching one million dwelling units of the present housing 
stock will be 75 or more years old.? To assume that increasing national 
wealth and the normal processes of urban evolution will largely take care 
of the problem would in our view be most unwise. Prosperity and a high 
average standard of living are not a sufficient cure for slums and blight: 
the past ten years have shown that. The remedy must be more deliberate 
and specific. 


The ultimate salvation of downtown districts may lie in renewal on a 
fairly massive scale. Many informed observers are coming to think that 
so long as the basic alignment of these districts remains what it is — a 
system of right-angled canyons in which pedestrians are pushed about by 
big, bossy motor vehicles, and in which few people, afoot or otherwise, can 
go to their destinations easily and pleasantly — the underlying malaise 
will continue, with expressways, parking garages and transit improvements 
proving in the end to be mere palliatives. It has been proposed that “down- 
town” be converted gradually into one or a series of pedestrian islands, 
attainable but not penetrable by motor vehicles, an exception being made 
for pick-up and delivery vehicles, which would use underground tunnels. 
On arriving at the edge of an island, the motorist would park his car in 
one of a ring of parking lots and garages, then proceed the rest of the way 
on foot, possibly with the aid of moving sidewalks. 


This proposal is past the pipe-dream stage: it is actually going to be 
tried in Fort Worth, Texas, and some of its aspects are embodied in the 
plans for the Place Ville Marie in Montreal. Proponents of the idea have 
in mind a good deal more than a drastic means of dealing with traffic 
congestion. They visualize a city centre that would have more to offer the 
human spirit than the spectacle of huge, monotonously regimented blocks 
of physical capital and rivers of nervous horsepower. New and more 
interesting groupings of buildings would gradually make their appearance. 
There would be parks and plazas, a place for sculpture, greenery, and 
outdoor recreational facilities. Like a few of the more elaborate suburban 
shopping centres today, “downtown” would have extra pulling power be- 
cause it was good to look at and pleasant to wander in. It would be a 
logical location for new theatres and concert halls — for civic centres. 


We do not wish to advocate any particular course of action with res- 
pect to downtown areas. We do suggest, however, that in some of the 
larger Canadian cities the problem has reached, or soon will reach, a stage 
where only large, imaginative solutions are likely to have much hope of suc- 
cess. Cautious, ad hoc measures may relieve traffic congestion temporarily, 
but do little to revitalize the patient. 


305 


306 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Changes in the Rural Community 


Paralleling the urbanization of recent years has been a decided al- 
teration in the character of rural communities in many parts of Canada — 
an alteration which has had an important bearing on housing and social 
capital requirements. Here again, generalizations are dangerous; one can 
say, however, that such things as the movement of people away from rural 
areas to cities and towns, the mechanization and enlargement of farms, and 
improvements in transport and communications have had a significant 
impact on rural life in all the major economic regions of Canada. Rural 
people have become less cut off, less different in outlook from city people. 
As farming has taken on more of the attributes of business enterprise, so 
the persons engaged in it have tended to acquire business ways — urban 
ways — of thinking and acting. 


The implications for housing and social capital are most readily ap- 
parent in the Prairie Provinces, where the processes of farm enlargement 
and mechanization, coupled with rural depopulation, have gone farthest.® 
Many people have moved out of agriculture altogether; many others have 
found it possible to take up residence in towns and cities while still 
continuing to farm. Those who still live on the land are no longer content 
with the isolation and the rudimentary services and amenities of an earlier 
day. They want better roads, schools, and medical and hospital services. 
They are prepared to travel considerable distances to buy, sell, and have 
their machinery repaired. They are more apt to drive through small villages 
and hamlets and continue on to larger centres. Like the farms, the “natural’’ 
regional trade and service areas have become fewer and bigger. 


All this has had an important effect on the amount and quality of 
social capital provided in rural areas, and on the way in which it is 
provided. Many responsibilities which once belonged to local units of 
government have passed in whole or in part to provincial governments. 
There has also been a pronounced growth of larger, special-purpose units 
of local administration such as health regions, hospital districts, and con- 
solidated school districts. It has been found better to handle these functions 
in relation to larger geographical areas. Where the old local school district 
could aspire only to a one-room, one-teacher school, the new consolidated 
district, knit together by school bus service, can provide a properly staffed 
and equipped institution capable of giving rural children the education 
they need to engage in successful modern agriculture or to take_up good 
jobs in cities and towns. 


In many instances, the one unit of administration which has not been 
enlarged is the municipality proper. Informed observers believe that there 
is often a case for enlargement here too, particularly in areas which have 
undergone substantial depopulation. Bigger municipalities, with dimensions 
keyed to the automobile rather than the horse and buggy, could achieve 
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certain economies of scale. They would be better placed to hire trained 
personnel, and to make the fullest and most economical use of modern 
mechanical equipment. Where large, special-purpose units have been super- 
imposed on groups of small municipalities, difficult financial and adminis- 
trative problems are likely to arise. The taxpayer may be hard put to 
determine just what he is paying for and whether he is being treated 
equitably. If municipalities and special units were amalgamated into single 
large units, or at least given co-terminous boundaries, a welcome degree 
of simplification would result. 


As we have stated, we anticipate further significant changes in the 
agricultural industry, and in the pattern of rural life. It will be important 
from a social capital standpoint to examine the structure of local govern- 
ment in the light of these changes, and to undertake reorganization where 
it seems appropriate. 


Forecast of Housing and Social Capital Expenditures 


The foregoing sections will have provided some background against 
which to assess our forecast of expenditure on housing and social capital. 
This forecast, which is presented in Table 15.2, we regard as a conservative 
one. It has been built up item by item, mostly on the basis of somewhat 
higher than average 1955 standards of adequacy. It makes full allowance 
for population growth, but only partial allowance for backlog and replace- 
ment needs, regarding which information is scattered and incomplete. 
The possibility, perhaps the probability, should be kept in mind that 
Canadians generally may come to demand a quality, range and expensive- 
ness of housing and social capital much exceeding even the best standards 
of 1955, in which case the forecasts given in Table 15.2 may prove to be 
considerably too low. 


In brief, we expect that about $100 billion (at 1955 prices) will be 
spent on new housing and social capital over the twenty-five years ending 
in 1980. Housing will account for about $45 billion to $50 billion, roads 
and streets for about $20 billion, waterworks and sewerage systems and 
schools and universities may each require about $5 billion and hospitals 
nearly $3 billion. These amounts, it should be emphasized, relate to require- 
ments of new physical capital only. In all the fields covered, many more 
billions will have to be spent on such things as staff wages and salaries, 
maintenance, and interest charges. 


Examined in conjunction with our projections of over-all output and 
expenditure, the forecast suggests that housing and social capital invest- 
ment may form a gradually declining proportion of Gross National Expen- 
diture. By 1980, annual investment in housing and social capital may be 
accounting for between 6 per cent and 7 per cent of Gross National Expen- 
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Table 15.2 


FORECAST OF GROSS NEW INVESTMENT IN HOUSING 
AND SOCIAL CAPITAL 


(in billions of 1955 dollars) 
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Actual Forecast 
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Source: Yves Dubé, J. E. Howes and D. L. McQueen, Housing and Social Capital, 1957, a study for the Com- 
mission, Chap. 10, Tables 59 and 60, pp. 150 and 152. 


diture — about the same as the average for the 30 years ended in 1955 
which included the depression and the War periods, but considerably less 
than the average for the five years 1951 to 1955. 


It would seem, then, that if we are broadly correct in our expectations 
regarding general economic growth, providing housing and social capital 
of a good 1955 standard may become progressively easier. But the standard 
may well rise. Indeed, we would regard it as entirely appropriate that as 
Canadians become wealthier, they should expect better schools, roads and 
houses — that they should come to evince more interest in paying for 
such things as concert halls and civic centres. We would not be surprised 
if housing and social capital expenditure as a proportion of Gross National 
Expenditure turned out to be higher than our forecast appears to indicate. 


If our basic assumptions are sound, expenditure on most kinds of 
social capital will probably show a fairly continuous rise over the next 
twenty-five years. With respect to housing, however, there may be some- 
thing of a lull in the early part of the period. The reason for thinking this 
is that for the next few years, the persons most likely to be marrying and 
forming families will be the children of the depression and early War _ 
years — periods of low birth rates. The forecast of family formation in 
Table 15.3 shows a distinct dip from the high formation rates of recent 
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years (though the reader’s attention should: be drawn to the immigration 
assumption involved). Not, perhaps, until the mid-1960’s will new 
families be formed as fast as they were being formed in the early 1950’s. 


This need not mean a proportionate dip in housing construction. The 
replacement demand for housing may increase: there may be a rise in the 
rate at which old housing is destroyed or abandoned. Technological impro- 
vements in the house-building industry, coupled with increasing incomes, 
may put new housing within the means of a larger proportion of the 
population. 


Table 15.3 
FORECAST OF NET FAMILY FORMATION IN CANADA 


(based on assumption of 75,000 annual net immigration) 


Thousands of families 
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1956-80, Yves Dubé, J. E. Howes and D. L. McQueen, Housing and Social Capital, 1957, a study 
for the Commission, Chap. 3, Table 10, p. 54. 


It may be, however, that housing construction will for a time show 
some tendency to level off or even decline. If this does in fact happen, 
the next five or ten years may present an excellent opportunity to make 
some headway with slum clearance and urban renewal — to launch a 
determined attack on urban blight before the high birth rates of the early 
post-war years are reflected in a sharp new upsurge in family formations. 
Perhaps too it will be a good period in which to eliminate the large back- 
log of urban land servicing — to catch up with accumulated needs for 
paved roads, sidewalks, and sewer and water facilities. 


Another field in which capital construction may not show a continuous 
rise throughout the forecast period is that of education. Our expectations 
regarding school and university enrolment (based, of course, on our 
population forecast) are summarized in Table 15.4, where the effects of the 
post-war increase in birth rate can be traced diagonally from the upper left 
to the middle right. The “big bulge” is already passing through the elemen- 
tary schools, as many parents and school trustees can testify. It will hit 
the secondary schools with greatest force in the early 1960’s, and 
the universities four or five years later. “Bulge” is perhaps a misnomer 
here, since there will be no letdown after it has passed: enrolment will 
simply increase rather less rapidly. Construction of new buildings will 
continue, but at a somewhat less hectic pace. We anticipate that over the 
forecast period enrolment in secondary schools and universities will 
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increase faster — in the case of universities, much faster — than the teen- 
age population as a whole. Present-day enrolment in secondary schools is 
equivalent to just over 50 per cent of the population of 14 to 17 years of 
age, inclusive: by 1980, the proportion may be 70 per cent. Between 
7 per cent and 8 per cent of persons 18 to 21 years of age are now in 
university; perhaps by 1980, some 15 per cent of the same age-group may 
be there. 


Table 15.4 
FORECAST OF SCHOOL AND UNIVERSITY ENROLMENT 


(based on assumption of 75,000 annual net immigration) 


Elementary Secondary University 
(thousands of students) 


Estimated enrolment 1n' 1954-55 2... 66 cn eee es 2,534 504 67 

Forecast enrolment in 1979-80...............+- A352 1,289 267 

Net Increases in enrolment: 
195425 Sit0-1 959-6002 Aiea crtctaeee ets enes 584 163 27 
1959-60:1011964-00 aa eaters eat now 54cm 403 213 39 
1964-65510: 1969210 e Gai Sokcprni count a te tsi nic 208 180 50 
1969=7OG 19 74e75 ies ie ctategne pe roi on ols 23D £12 46 
1974-75560 1979580 A tcras: eeoarteni wee y SE shoe ae 388 1 U6 07) 38 
$984 5Sato1 979-800" wa ee es cs as 1,818 785 200 


a Includes enrolment in the last four years of classical colleges in the Province of Quebec. 


Source: Yves Dubé, J. E. Howes and D. L. McQueen, Housing and Social Capital, 1957, a study for the Come 
mission, Chap. 5, Table 22, p. 73; Table 23, p. 74; and Table 26, p. 84. 


Conclusion 


This report is concerned essentially with economic questions but we 
would be remiss if before concluding this chapter we did not state our 
clear appreciation of the human problems involved in the present process 
of urban expansion. Such problems sometimes assume a rather different 
form in large cities than they do elsewhere. The needs of families and the 
solitariness of individuals give rise to social problems that can in part at 
least be met by the provision of recreational and cultural facilities. Un- 
doubtedly as hours of work are shortened and Canadians have more time 
for leisure the need for such facilities will increase rapidly. Fortunately 
perhaps the tastes, desires and habits of people are not all the same and 
their needs for recreational and cultural facilities differ correspondingly. 
Examples of the kind of requirements we have in mind would include 
supervised playgrounds for our young people, community centres, hockey 
rinks, football and baseball grounds, auditoriums, art galleries, symphony 
orchestras; yes, and race-tracks, and stadiums for spectator sports. 


No doubt sympathetic attention will be given to the social problems 
we have mentioned and to the measures and facilities required to relieve 
them. But in the last analysis, solutions will depend in an important degree 
upon the provision of adequate finances and, until the problems of muni- 
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cipal finance have been dealt with satisfactorily, limited progress only is 
likely to be made. It was not our responsibility, as we understood it, to 
undertake an exhaustive study of municipal finance, or, indeed, of govern- 
ment finance in general. However, we have some tentative suggestions to 
make in connection with municipal finances — although not about the 
division of tax revenues between the three levels of government — which 
we have set forth in Appendix I in the hope they may provoke discussion 
and some further study of this highly important question. 


So far as the long-run prospects for providing an adequate supply 
of housing and social capital are concerned, we find ourselves fairly 
optimistic. The proposition that Canada as a nation is now, or will be in 
the future, too poor to afford proper schools for its children or adequate 
sewage disposal for its urban centres we reject out of hand. Nor do we 
believe that a people who contrive to own several million motor vehicles 


are financially unable to construct an efficient system of roads and streets 
for those vehicles. 


The real problem to be faced by Canadians in this field is not going 
to be one of fundamental inability to pay. It will be, rather, one of deciding 
what proportion of a growing national income should be devoted to the 
building of those things which only the community can provide, and of 
developing the best possible fiscal and administrative arrangements to 
make that decision effective. We have put forward in Appendix I a few 
suggestions as to what some of these arrangements might be. As we have 
said, our main hope in doing so is to stimulate keen and widespread study 
of the entire financial and administrative side of housing and social capital. 
If we have laid an apparently disproportionate amount of emphasis on the 
problems and functions of local government, it is because we feel that 
here, most of all, new thinking will have to be done. In the increasingly 
urbanized society which is evolving, Canadians will be well advised to 
take a fresh and constructive interest in the affairs of City Hall. 


311 


312 


16 
PRODUCTIVITY AND OUTPUT 


CANADA’s economic prospects may be epitomized by considering how 
great our national output may become over the next generation. We have 
referred to the environment in the world and particularly in North America 
which will stimulate and mould our economic development. We have 
considered the likely growth in our population, in sources of energy and 
several varieties of raw materials. We have examined in some detail the 
prospects for particular industries. We wish now to consider the total out- 
put that our growing labour force in this environment may be able to wrest 
from the resources at our command. How productive will Canadian 
workers be? 


The growth in the average capacity of members of the labour force to 
produce goods and services implies rising standards of living and the 
possibility of improved welfare for all. Of course the price of progress is 
adjustment. Adjustments are always painful for some. But policies should 
be directed at easing the pain of adjustment rather than at thwarting 
progress. We argue at several points in this report for flexible policies that 
permit grasping of new opportunities and that assist those who must find 
new work or new places to live. 3 


There have been instances in some countries of marked resistance — 
occasionally violent resistance — to the introduction of techniques and 
machines that enhance workers’ ability to turn raw materials into goods. 
However, in our discussions with labour organizations in Canada we were 
impressed with the positive character of their attitude towards measures 
for improving productivity. There was, naturally and rightly, apprehension 
over the adjustment problems these measures entail, but the concern was to 
facilitate adjustment and thus earn the fruits of progress. We are most 
appreciative of the several very helpful submissions on productivity that 
we received from labour organizations. 


The Productivity of Labour 


The ratio of total output to the input of labour is usually referred to 
as the productivity of labour. This is, to some extent, a misnomer inasmuch 
as the ratio reflects as much the suitability and abundance of the materials 
and tools used by labour as the initiative, energy and skill of workers. The 
term is in common use, however, and we too shall use it in spite of its 
ambiguity. 
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We do not wish here to enter into technical details as to how the ratio 
has been defined for the purposes of our work nor into the difficulties of 
measuring the productivity of labour in individual industries and groups 
of industries. These matters are considered in some detail in the study 
Output, Labour and Capital in the Canadian Economy that will be published 
under our auspices. We should like, however, to offer a brief explanation 


of the meaning of the concept and to consider the principal factors which 
increase labour productivity. 


The technical difficulties of measuring the ratio of output to input of 
labour arise largely from the lack of homogeneity of output and of labour 
input. If one could imagine an industry in which only one kind of output, 
say coal of a given grade, was produced in a single operation by labourers 
of equal skill, then provided that the effectiveness of workers did not vary 
from hour to hour, probably all would agree that a suitable measure of the 
productivity of labour would ve the ratio of tons of coal produced to the 
number of man-hours utilized in its production. But there are no industries 
producing in a single operation only one kind of output of unchanging 
quality. Nor are there industries employing only one grade of worker 
whose effectiveness does not vary within the day or within the week. The 
measure of labour productivity with which we have worked is the ratio of 
the Gross Domestic Product* of an industry in a year to the number of 
man-hours employed in the industry in that year, with no distinction drawn 
between hours worked in regular time and overtime, for example, and with 
no distinction between the hours contributed by production workers and 
managerial staff. This measure is a compromise with the technical diffi- 
culties we referred to, but as such is like a very great many measures in 
economics. It may be added that we are not alone in having made this 
particular style of compromise in measuring labour productivity. The 
character of the indicator — Gross Domestic Product per man-hour — 
leads to certain technical difficulties in interpreting its changes. We shall 
refer to one or two of these below, but we wish first to discuss several 
broader influences that affect the ratio of output to labour input, however 
that ratio is measured. 


The attitudes and skills of workers are major factors affecting the 
productivity of labour. Over the decades there has been a continuing 
improvement in the average number of years of schooling of the labour 
force. This has made it possible for workers to adapt to the employment 
needs of a technical age. While there remains and probably always will 
remain a great many tasks to be done that do not require great skill or 
even the ability to read and write, it is nevertheless true that our increas- 
ingly complicated technology requires skilled workers. Along with the 
steady improvements in the education and training of the labour force 
there has been an improvement in medical standards and physical well- 


* This term is defined on page 316. 
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being of the working population. This has, of course, effects on product- 
ivity that are independent of attitudes and skills, but physical well-being 
undoubtedly contributes to a more energetic approach to the daily round. 
Offsetting this in some degree at least is perhaps an increase in the tensions 
of modern life adversely affecting general mental well-being. 


There are, of course, continuing changes in working conditions that 
affect workers’ attitudes and mental states. On the one hand, the develop- 
ment of modern industry has tended to replace the craftsman who fashioned 
his product from start to finish with the line worker who contributes but 
a few operations to the total job. Similarly we may recall that in earlier 
times there was less dissociation of management and workers than appears 
to be the case today. Enterprises were smaller and accordingly the indivi- 
dual worker could relate his contribution to the welfare of the enterprise 
as a whole rather more readily. More often than now, merit rather than 
seniority was the criterion for promotion. In like vein it may be remarked 
that a man’s work formerly occupied much more of his day than is now 
the case and that consequently if he were to realize himself it would have 
to be at his work. Today, the worker toils fewer hours, can have many 
outside interests, and work becomes mainly a means permitting the 
cultivation of these interests. On the other hand, one can exaggerate the 
effects of the replacement of the craftsman. Individual craftsmen were 
never a large proportion of the total labour force, and the requirements 
for the exercise of skill in modern production are very large indeed. While 
in modern times we have indeed witnessed a conflict between management 
and other workers, a conflict that reflected their increasing dissociation in 
large industrial concerns, there is hopeful prospect that the future of labour- 
management relations will be characterized by increasing co-operation 
based on mature recognition from both groups that the success of an 
enterprise depends alike on the contributions of each. It is possible to 
exaggerate, too, the argument that the increasing diversity of men’s activities 
affects adversely their productivity. The very shortening of the work day 
and work week must have reduced fatigue and boredom and so enhanced 
productivity. Moreover, if the increase in leisure has permitted men to 
cultivate other interests, it has also increased their demands for the goods 
and services required by those interests. Since work provides the means of 
acquiring cars and golf clubs, cottages and gardens, the stimulus to work 
hard and effectively is not necessarily dulled but likely sharpened by the 
reduction in the proportions of the day, week, year and lifetime spent on 
the job. 


It is not easy to separate the myriad strands in the tangle of men’s 
attitudes. Moreover, their attitudes are not unrelated to their skills. We 
feel that men are as acquisitive as ever they were and we know that they 
demand more complicated goods in greater abundance to satisfy their 
wants. We know too that they want more time for leisure. In considerable 
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degree men get more because they want more, because they are willing to 
work and save for more and because they are willing to acquire the 
requisite skills. 


Ranking equally with skills and attitudes of workers in determining 
their productivity are the resources and tools at their disposal. The skill, 
acquisitiveness and love of farming of the western wheat grower would 
avail him little if he did not have suitable soil and climate for the cultivation 
of his crop. Without rich ores bearing nickel, copper, iron and uranium, 
without our great forests, without the western tracts saturated with oil and 
gas, without the mighty pounding of our waterfalls, we could not have 
our great natural resource and primary manufacturing industries. It is in 
these industries that productivity is highest in Canada. It is productivity in 
these industries above all that lifts our national average. But though nature 
has blessed us with many rich endowments, including an energizing climate, 
she has placed obstacles in our way. The great Shield in which so much of 
our natural wealth is stored, severs east from west. To build and maintain 
our vital national lines of communication over this rugged barrier we have 
had to divert capital investment which, if it could have been spared for 
other applications, would have added enormously to our productive capa- 
city. Nature has not been niggardly, however. Canadians, on this account 
alone, are, and may expect to be, highly productive. 


To acquire tools with which to work, it is necessary to save. Instead of 
using income to command goods for consumption, part of current income 
must be used to finance the production of tools if the nation’s stock of 
capital equipment is to grow. By the standards of many other countries, 
Canadians are willing savers. Moreover, for many reasons, not the least 
of which is the attractiveness of our natural resources, other countries, 
particularly Great Britain and the United States have been willing to 
transfer saving to us enabling us to import capital. Accordingly we have 
been from time to time substantial importers of capital. Thus by dint of 
domestic saving and the import of capital we have accumulated the 
structures, the machinery and the transportation facilities which contribute 
so much to our productivity. In this year of writing, 1957, Canadians are 
just pausing to reflect upon one of the great investment booms in our 
history. This recent accumulation of capital has already stimulated output 
per man-hour and we doubt that the full measure of increase in product- 
ivity from this source has yet been realized. 


In commenting upon some of the basic determinants of the productivity 
of labour we have referred to the attitudes and skills of workers and the 
stock of capital, natural and produced. Special mention should be made 
of the creative skill of the inventor and the daring skill of the innovator. 
The inventor and the innovator are key workers in a growing economy. 
By “inventors” we mean the Alexander Graham Bells and the Thomas 
Edisons, of course, but we also mean the host of those of lesser fame who 
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conceive new ways of doing old tasks, new devices, new tools and the 
many minor adaptations and improvements that make men’s efforts more 
productive. The creative skills of the scientist, pure and applied, and of 
the alert, thoughtful man on the job are, in the interests of improving 
productivity, greatly to be prized and cultivated. In addition to the creative 
work of our scientists, engineers and technical workers, Canadians have 
been fortunate to have been able to import advances made in other coun- 
tries and adapt them to our purposes. 


The gains in productivity offered by the inventor would be still-born 
however if it were not for the innovator. It takes the enterprising spirit 
and executive ability of the innovator to breathe life into the offerings of 
the creative worker. It is he who decides to risk trying the untried. If 
productivity gains are to be made new endeavours must be launched, new 
techniques introduced and new equipment tested. We have our share of 
entrepreneurial talent in Canada and there are many here willing to risk 
their savings to offer it financial support. It must be recorded, though, that 
we have benefited greatly from the willingness of foreign entrepreneurs to 
launch and conduct enterprises in Canada. 


Energetic, skilful, creative men and women working on rich natural 
resources with adequate tools and supported by adventurous business . 
leaders with executive ability will produce a high and rising level of output 
per man-hour. This is the summing up of our comments on broad deter- 
minants of the ratio of output to labour input. When touching upon the 
measurement of productivity earlier we indicated that technical features 
of any measure would need to be considered in interpreting it. We wish 
now to refer very briefly to certain technical features of the measure we 
have adopted. 


The measure of output used in the record of productivity in the various 
industries in Canada which was prepared for us is termed Gross Domestic 
Product (at factor cost).* Unfortunately there were no direct estimates 
of this measure of output available for any year except 1949. The proce- 
dure used to obtain figures for other years was to multiply the 1949 figure 
for each industry by the most suitable index of that industry’s production 
(based on 1949) that could be had. Since the procedure was carried 
through in considerable industrial detail, these estimates of output and 
the corresponding estimates of output per man-hour have been used by 
the authors of several of the studies prepared for us. 


* Gross Domestic Product at market prices differs from the more familiar concept “‘Gross 
National Product at market prices’ only in that the former excludes foreign earnings of 
residents of Canada and includes earnings in Canada of non-residents, while the latter 
includes all income earned by residents and excludes all income earned by non-residents. 
Gross Domestic Product at factor cost is Gross Domestic Product at market prices less the 
amount of indirect taxes minus subsidies as these two items are defined in the National 
Accounts. ) 
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The procedure described above may be used in connection with in- 
dustries that market goods or services having well-defined prices. These 
industries make up the agricultural and business sectors as defined in our 
work. In the remaining part of the economy, described as the “government 
and community services” sector, the very concept of output is clouded by 
the nature of the activities carried on and by the fact that they do not ordi- 
narily yield a product or service that sells in the market place for a price. 
Accordingly the current value of output produced in this sector is reckoned 
very largely as the total of the wages and salaries paid. The corresponding 
constant-dollar value is customarily computed by dividing this current 
value of output by an index of wage and salary rates. If this estimate of 
output is then divided by the input of labour the ratio will be constant 
from year to year except for the effects of changes in the composition of 
the labour force employed in this sector. We have thought it necessary to go 
into this technical matter in at least this much detail so as to make it clear 
that there are very difficult conceptual problems involved in measuring the 
productivity of labour in the government and community services sector 
of the economy. If the exigencies of statistical practice require us to equate 
the percentage changes in the real value of Gross Domestic Product to 
percentage changes in the labour force employed in this sector, no one 
should conclude that we think the improvements in labour productivity, 
conceived in a general way, will be confined to the industrial part of the 
economy. 


Turning once again briefly to measures of industrial productivity we 
wish to explain that productivity as we are defining it may change because 
of shifts in the composition of output within an industry and because of 
shifts in employment and output among industries within a group of 
industries. Since outputs and labour inputs of an industry are not homo- 
geneous, it is possible for the ratio of output to labour input to increase 
even though there may have been no change in the ability of the industry 
to produce any particular good in its list of products. If as between two 
periods the only change which takes place in an industry is a change in 
the proportions in which various commodities are produced, the ratio of 
(the constant dollar value of) output to the input of man-hours will be 
changed. If the shift in product composition results only in using the same 
input of man-hours to produce a larger proportion of goods with a relatively 
high value of output in constant dollars, then productivity in that industry 
must be shown to have increased. Such a shift in product composition 
would ordinarily also involve a change in the composition of the labour 
hours employed. Similarly, if one*is considering labour productivity in the 
industrial sector of the economy as a whole, shifts in output and employ- 
ment among the constituent industries will raise productivity if there is a 
shift of activity to industries which have a higher value of output per man- 
hour. 
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There are other technical matters to be taken into account in inter- 
preting the statistics of output per man-hour, but this is not the place to 
discuss them.* We turn now to the principal broad considerations that 
underlie our forecasts of productivity. We shall refer specifically to the 
productivity of labour in the agricultural and business sectors of the 
economy. 


Considerations Underlying Our Forecasts of Productivity 


The ratio of output to labour input is like a wide lens directing into 
the picture the multifarious features of the economic scene. The range of 
influences on the productivity of labour is enormous; it is a summary 
statistic par excellence. This fact explains the difficulty of the concept but 
it also explains its usefulness. It is necessary to bring views of diverse 
aspects of economic life into focus. The concept of productivity helps us 
to do this and that is why we have found it useful. We wish to discuss 
briefly now the main views of our prospects which are focussed in our 
forecast of the productivity of labour. 


We have given prominent place to skills and attitudes of workers as 
important determinants of labour productivity. We do not believe that we 
have reached the limit to the improvement in the general level of education 
of the population and the members of the labour force. Indeed, in making 
our forecasts of the size of the labour force we made allowance for a 
lengthening of the average period of schooling. We are aware, as we 
indicate later in this report, that Canada could use more technically trained 
men and women and that we could perhaps use more effectively such of 
these persons as are now in the labour force. We believe that the challenge 
to our educational system at each of its various levels will evoke a response 
that will be reflected in the rate of increase of labour productivity. 


The influences that play upon men’s attitudes to their work are devious 
and complicated. We are not rash enough to think we can judge these 
matters definitively or that we can forecast their course confidently. We 
are, however, hopeful that the maturing of labour-management relations 
will contribute to the growth of productivity. When we look back a quarter 
century or more at the history of these relations in Canada, we are struck 
by how far they have advanced. Unionism, of course, is not new but it is 
only in quite recent times that it has taken its place as a major economic 
institution. It took time for this to happen, for this new institution to win 
its place in our economic structure. No doubt labour-management relations 
in Canada still share in the imperfections of an imperfect world. From 
time to time there are strikes and lockouts. But fortunately negotiation and 
compromise are by far the more usual methods of settling labour con- 
tracts. Sometimes, too, in labour negotiations insufficient regard is paid 


* We refer the interested reader to the appendices to Chap. 5 of Output, Labour and Capital 
in the Canadian Economy. 
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by one or other or both of the parties to the general good or to the interests 
of Canadians as consumers. But business and labour leaders, on the whole, 
would seem to show as much sense of public responsibility as any of 
the other estates of the realm. Short-sighted and anachronistic attitudes 
and practices persist in some quarters. Ill-timed or heedless introduction 
of new techniques is one example; the wastefulness of feather-bedding 
practices is another. But it is fortunate for Canada that our labour leaders 
generally realize the importance for the common welfare of technological 
change and rising productivity and that most of our management personnel 
show concern over the human implications of business decisions. The 
cardinal fact, it seems to us, about recent progress in labour-management 
relations is that the main principles of unionism, of collective bargaining 
and negotiation, have by now been almost universally accepted. We hope 
that in the years ahead these relations will be characterized by an even 
greater measure of mutual respect and public responsibility. 


We have emphasized the contribution that a rich endowment of 
natural resources makes to a high level of productivity. Changing techno- 
logy and patterns of demand alter the degree of prominence of various 
resources. We cannot forecast the revolutionary changes in resource 
requirements of the future, although undoubtedly there will be some. But 
we do know that Canada possesses in abundance an array of resources 
that are now in great demand and that seem likely to remain so. We are 
optimistic, as has been indicated in several previous chapters, that ex- 
ploration in the field and in the laboratory will reveal new supplies of 
basic materials and new uses for them. Levels of productivity in Canada 
are now highest in the natural resource industries and in the primary 
manufacturing industries closely allied with them. We look for a very rapid 
rate of increase in the level of productivity in most of these industries, 
which when combined with their growing relative importance will contri- 
bute markedly to an increase in output per man-hour in the business 
sector as a whole. 


The tools and equipment men work with and the techniques they 
employ in using them are as important in maintaining and raising the level 
of output per man-hour as the natural resources to which they are applied. 
The amount of industrial capital per worker has shown a secular rise 
though this rise has not been continuous; a series of annual figures reflects 
changes in the degree of unemployment as well as changes in the stock 
of capital. From 1949 to 1955, however, industrial capital per worker 
has increased, we estimate, by about one-third. We have mentioned earlier 
our surmise that the recent capital boom indicated by this figure has 
not yet had its full impact on labour productivity. It is not likely that the 
very intensive rate of capital formation of recent years will be maintained 
in every year in the next quarter century. The accumulation of capital does 
not proceed in that way; rather, periods of accumulation tend to be follow- 
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ed by periods when the newly acquired equipment and structures are 
absorbed and brought to full use. There will no doubt be waves in the 
rate of capital formation in the future. Nevertheless, it is our judgment that 
capital per worker in Canada will be very much higher a generation from 
now than it is today and that this accumulation will induce a continuing 
rise in productivity. 


Not only will the quantity of industrial capital increase, however; 
its composition will change in response to the demands of a developing 
technology. The very growth of the economy with its attendant increase in 
opportunities for large-scale production will alter the equipment required 
and the techniques used, and as we have remarked in the chapter on 
secondary industry, these developments will contribute to the rise in prod- 
uctivity. 


“Automation” in industry will unquestionably bring changes in equip- 
ment and technique that will improve productivity. It is a popular con- 
ception — and not necessarily an incorrect one — that nothing new is 
implied in the term “automation”. If one views the matter broadly, auto- 
mation merely denotes the current or latest stages in the now lengthy 
historical record of the development and evolution of mechanization. No 
examination of this record will disclose a point where mechanization 
ended and automation began. 


Yet automation deserves a more distinctive meaning than this. If 
the timing of its origin is in doubt, we are nevertheless aware that it 
represents something new. The study Probable Effects of Increasing Mecha- 
nization in Industry, prepared for us by the Canadian Congress of Labour, 
quoted several writers who have identified its new qualities. One speaks 
of its “essential characteristic’ being “the integration of machines with 
one another” — the notion, therefore, of an entire process, rather than 
metely an operation or series of separate operations being performed 
mechanically. Another speaks of “automatic feedback control”, and 
this too is commonly a distinguishing feature of automation, in which 
mechanisms are. used to dictate and control the operations of other 
machines or mechanisms. 


These opinions on the meaning of automation produce opposing views 
on its implications. Those who say there is nothing new but the name 
itself are reassuring: automation is a part of industrial evolution and there 
is nothing in the history of that evolution to justify apprehension for the 
future. Conversely, those opinions which rest upon automation’s new 
qualities see in it the potential for revolutionary change, holding out the 
promise of great strides in the raising of our productivity levels but harbour- 
ing the threat of serious adjustment problems. Since future productivity 
trends are an important determinant in the preparation of our forecasts 
this apparent conflict needs further comment. 
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Examples can readily be cited to show the spectacular accomplish- 
ments of automation. It has made new products possible: for example, 
in modern oil refining techniques or the production of polyethelene. The 
use of computers by the Department of National Health and Welfare 
makes possible the preparation, signing and checking of some three million 
monthly Family Allowance cheques in the equivalent of less than 300 
man-days where, by old methods, 16,000 man-days would be required. 
In addition to their labour-saving aspect, the use of computers can bring 
important by-products: the speed with which data can be processed and the 
detail in which they can be organized and analyzed — these are invaluable 
aids to business operation and planning. 


But important as the achievements of automation are, both in fact and 
in portent, they need to be given perspective alongside its limitations. To 
date at least, automated techniques are best suited to continuous flow pro- 
cesses, as in the handling of liquids, gases or electrical energy, or to large- 
volume production of standardized items, such as the manufacture of 
automotive engines or printed electrical circuits. These are likely to be 
large-scale enterprises, able to employ the mechanisms for long periods 
at high rates of capacity and thus able to justify heavy capital outlays. 
Less suited to the new techniques are processes that involve periodic 
model or styling changes as in the production of automotive bodies or in 
the garment industries. And while we are hesitant to suggest limits to 
automation, particularly over the longer term, there are areas where 
progress will likely be slow or negligible. Forestry, fishing, construction, 
transportation, many of the personal services and most of the professional 
services are cases in point. Here in Canada, our relatively small market 
may be a limiting factor insofar as this results in smaller-scale production 
units, though here the problems diminish with our growth. Moreover, 
where our plants are large but where production of a given line must be 
in short runs, the impediments to automatic control are receding with the 
development of “job-shop” automation wherein changing instructions may 
be fed to machines by means of servo-mechanisms, previously coded tapes 
or cards or contour-following devices. Finally, our rate of progress 1n this 
field may be retarded for lack of trained personnel. We have already 
discussed the up-grading of skills which will be necessary to meet the 
future requirements of our economy as it grows in scale and technical 
complexity. Nowhere is the need more apparent than in the field of auto- 
mation. 


In all, we expect these various factors to limit and retard automation. 
Thus we do not look for a sharp break from the development trends which 
innovations have given us in the past. But this view relates to the aggre- 
gates: the effects of automation on our national product, on over-all prod- 
uctivity and total employment will be gradual. It is at the level of the 
individual worker, firm or industry that automation has already begun 
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and will continue to transform and revolutionize existing practices. It is 
here that the human problems of displacement and dislocation arise. 


They must be recognized. A general raising of living standards is a 
sound objective but it carries with it social responsibilities to minimize 
and alleviate the costs that will inevitably fall on some. Governments 
share part of this responsibility: the displaced worker has a vastly greater 
chance of obtaining employment in a healthy, growing economy than in 
a faltering one and government policies must be directed toward this 
end. Management has a share in this responsibility: typically, after the 
decision to introduce automation, considerable periods of time are required 
to investigate, plan, design and install the new equipment. There should be 
a counterpart plan for the employees who will be affected — programmes 
for retraining, either for the new skills that will be required or for alter- 
native employment in the organization. Unions, too, have a responsibility: 
to preserve the requisite conditions of flexibility, to assist and co-operate 
in the retraining programmes. 


What emerges from this brief discussion, then, is that the probable 
effects of automation lie somewhere between the conflicting evolutionary 
and revolutionary viewpoints mentioned earlier. Where automation is 
adopted, its impact will be quite sharp but problems relating to the 
structure and type of many industries, to cost considerations, to the size 
of our markets and the availability of the required skilled personnel 
(which may have cost implications), these problems can be expected 
to retard its progress. They suggest a gradual rate of adoption of automated 
techniques. 


We recognize that serious adjustment problems will arise and we wish 
to emphasize that responsibility for these problems must be accepted as 
a part of the process of automation. In the broad context relating to 
industrial activity generally, we are inclined to think less in terms of 
impact and more in terms of the pattern of technical change as we have 
known it. And in the past, we have needed constant technical change 
merely to sustain a moderately rising rate of productivity. 


Before concluding these remarks on the broad considerations which 
underlie our forecasts of productivity, let us refer in a fairly precise way 
to the rates of increase of industrial productivity that have been exper- 
ienced in North America in recent decades. We have arranged in Table 
16.1 estimates of average compound rates of increase in output per man- 
hour in agriculture and in business in Canada and the United States. 


Productivity in agriculture is lower than in the business sector, but 
its rate of increase has often been considerably higher. Agricultural pro- 
ductivity is subject to the vagaries of the weather; in Canada, in parti- 
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cular, there is a very close correlation between the level of agricultural 
labour productivity and the size of the grain crop. Even allowing for the 
bountiful crops of some of the post-war years, however, the revolutionary 
changes in agriculture in the last decade — the withdrawal of surplus farm 
labour to the cities and towns, the mechanization of the farm, the adop- 
tion of new techniques of raising crops and rearing livestock — all of 
these are reflected in the extraordinarily high rates of increase in farm 
productivity both in Canada and in the United States since the end of 
the War, with the rate in Canada being substantially higher than that 
attained in the United States. 


Table 16.1 
RATES OF INCREASE IN PRODUCTIVITY 
CANADA AND THE UNITED STATES 
(per cent per annum) 

Periods Agricultural sector Business sector 

Canada Us: Canada USS: 
POTOLSS Sots serena cee Serban, « — 1°95 oo ZA 
PO2G-AU neg ak ae ewes Shasta oe 0.60 2.14 ya (bere) 
PO GS Se, Heeler ee as 2.24 phe Ye 1.91 3.00 
ibe? SS eee Tee ane Pe LORE 21 7.40 1.78 3.65 
1947-53 Stet eons 2 8.82 4.57 pae's) 3:32 
U9 4O S33 FEE ae, Clan sat aoeere am ns 11.23 3.23 2.64 6S Es 
1D AOoS Nica ee tim 2 hale «oem ears 7.54 4.05 2.68 2.96 
ROSIER S VER Ra tries taps eee tay 3.78 3.92 3.24 2.62 
LOSI ESS kere ee He. Asie peste 4.84 3.01 2.56 
TOS 3-5 ies tic, arte cs brent eioke 0.51 5.78 2.76 2.50 


The figures in the table are the average compound rates of increase implied by the productivity figures 
pertaining to the terminal years shown in the stub. 


The Canadian figures are based on our estimates of Gross Domestic Product at factor cost (in 1949 dollars) 
per man-hour. These estimates are given in Wm. C. Hood and Anthony Scott, Output, Labour and Capital in 
2 Lae el Economy, 1957, a study for the Commission, Chap. 5, Table 5.6, p. 212 and Chap. 5, Appendix F, 
p. 398. 


The United States figures are based on estimates of Gross National Product at market prices (in 1947 dollars) 
per man-hour. These estimates may be found in Productivity, Prices and Income, materials prepared for the 
Joint Economic Committee, 85th Congress, Ist Session, 1957, Table 5, p. 91. They are revisions of comparable 
figures quoted in Chap. 5 of Output, Labour and Capital in the Canadian Economy. 

In the business sector as in the agricultural, depression and war 
held back gains in productivity. On the whole, therefore, the rates of 
increase of productivity have been higher in the post-war years than they 
were on the average over the years preceding 1946, going back as fat 
as our data will allow. In the United States the rate of increase of labour 
productivity in the business sector from the period 1909-11 to the period 
1946-48 was 1.88 per cent compounded annually, whereas from 1946-48 
to 1954-56 it was about 2.75 per cent. In Canada from 1926-28 to 1946-48 
the rate of increase was 1.7 per cent whereas from 1946-48 to 1953-55 
it was 2.3 per cent. As may be seen from the table there were some post- 
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war years in which, in both countries, the rates of increase were very much 
in excess of 3 per cent. 


These then are the broad considerations we have taken into account 
in making our forecasts of productivity. We shall state our forecasts 
now and then proceed to describe the forecasts of output which they, 
along with forecasts of the labour force and hours of work, imply. 


As mentioned already in the chapter on agriculture, we have forecast 
that output per man-hour in agriculture will increase at an average rate 
of 3 per cent compounded annually until 1970 and for the next 
ten years until 1980 at an average rate of 2.5 per cent compounded 
annually. Since it seems that the mechanical revolution that has been 
taking place in Canadian farming is not yet complete, we are assuming 
that productivity in agriculture will continue to increase over the next 
15 years at a high rate, although not so remarkably as has been the 
case during the past decade. There will of course be other technological 
advances made in agriculture, and for that reason we are also assuming 
a substantial rise in productivity during the last ten years of the period 
under consideration. But in our opinion the rate of increase will be 
somewhat lower partly because mechanization will already have advanced 
very far and partly because the production of meat, which will become 
relatively more important towards the end of the forecast period, cannot 
be mechanized to the same extent as grain growing. 


For the business sector of the economy we predict that output per 
man-hour will increase at a rate somewhere between 2.5 per cent and 3.25 
per cent compounded annually. These guesses are optimistic and may 
prove to be unjustifiably so. Our optimism is rooted, however, in our 
reflections on past and prospective developments relating to the skills 
and attitudes of workers, discoveries of resources, capital formation and 
the invention and adoption of new techniques of production. We have 
chosen to tie our assumptions about future productivity gains to the 
figures of the post-war period partly because it seemed natural to expect 
that future experience (under the assumptions of no major wars and no 
major depressions) would probably approximate more closely the exper- 
lence of the recent past than that of earlier periods and partly because 
recent statistics are more reliable. 


The Forecasts of Output 


Having presented our forecasts of the size of the labour force in 
an earlier chapter, and of labour productivity in this, we are now in a 
position to describe our predictions of total output. The actual arith- 
metical operations of combining the projections of the number of workers 
with those of productivity are simple enough. Those members of the 
labour force who are actually at work, working the average number of 
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hours per week or per year will each produce output at the rate indicated 
by the projected figure of productivity. The formula then is: workers 
times average hours worked by a man in a year, times output per man- 
hour. The output figure resulting from this computation is, technically, 
Gross Domestic Product at factor cost, and to it certain adjustments have to 
be made to convert to the more familiar figure Gross National Product 
at market prices. 


We have made forecasts of Gross Domestic Product separately for 
three sectors of the economy and we shall describe these first. The sectors 
are the ones referred to earlier in this chapter: government and commu- 
nity services (embracing activities in the fields of health, education and 
community service as well as the administration and defence functions 
of government); agriculture; and business (including government business 
enterprises and private non-agricultural concerns). 


We have sought to forecast the potential level of output in each of 
several years between now and 1980. In other words, we have considered 
what the level of output might be in a particular year if the economy were 
“fully employed” in that year. We recognize that in every year we may 
expect to experience a seasonal variation in employment; and, accordingly, 
we have defined our criterion of full employment in terms of the pro- 
portion of the labour force employed on the average through the year. 
Somewhat arbitrarily we have decided to designate the labour force as 
fully employed if on the average through the year at least 97 per cent of 
the members have jobs, and we have calculated what the yearly levels of 
output may be if exactly this annual average percentage of the labour force 
were employed. It so happens that over the years 1951 through 1955 the 
average level of unemployment was approximately 3 per cent of the 
labour force. 


Hours of work, both in agriculture and in the business sector of 
the economy, have been declining and we expect these trends to continue. 
Average hours of work per week per man in agriculture are predicted 
to fall from 55.3 in 1955 to 43.75 in 1980 and, in business, to fall from 
41.3 in 1955 to 34.3 in 1980. The farmer’s working hours have to be 
adapted to nature’s routines and cycles. Cows have to be milked on 
Sunday as well as on Monday. In the face of this it is not easy to shorten 
the farmer’s working hours, but great gains in this respect have been 
made and we feel more will be made. In the business world there are 
already substantial numbers of persons who work less than 40 hours 
a week and who enjoy annual holidays. In our calculations we have allow- 
ed for a decline in the number of hours worked per day and in the number 
of days worked per week. We have allowed for an extention of the average 
annual holiday period, and we have recognized that there may be an 
increase in the amount of part-time work associated with the employment 
of women and older workers generally. On the other hand we have had to 
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allow for a normal amount of overtime and for the fact that the practice 
of holding two jobs is spreading. It may help to put our forecast in focus 
if we remark that if a man works 49 weeks in the year, five days each 
working week, and eight hours less two 20-minute coffee breaks each 
day, he will work the number of hours a year we have forecast for 1980. 


The labour force employed in agriculture we expect will continue 
to decline as it has done in the post-war period; but because it has already 
declined very substantially, and because there will be a relative switch 
in agricultural pursuits from grain growing to the more labour-intensive 
livestock farming, we anticipate that the rate of decline will be retarded. 
We think that employment in the government and community services 
sector may double in the next twenty-five years with employment in the 
field of health alone increasing somewhat less than threefold. If our fore- 
casts prove approximately correct, then employment in the business sector 
will also nearly double. 


The relations of employment and productivity to output — Gross 
Domestic Product at factor cost — in each sector according to our fore- 
casts are exhibited in Table 16.2. It will be noted that in spite of the 
decline in employment and hours of work in agriculture we expect output 
in this sector to rise perhaps 25 per cent by 1980. In the government and 


Table 16.2 


THE FORECASTS OF GROSS DOMESTIC 
PRODUCT BY SECTORS 


(based on the assumption of net immigration of 75,000 per annum) 


1255-2. Lope aL O70 oe ete 


Agriculture 
Fimployments.t-sa cae eo tert ete es 100 93 91 90.6 90 
Average weekly hours of work per man....... 100 88 85 82 79 
Gross Domestic Product per man-hour........ 100 118 Lh 155 175 
Gross Domestic Productiay, San ae en cee 100 97 106 5 124 
Government and community services 
PMDIOVING IIS «ace eve tates Okt end eas AR 100 [HS 9 156 176 199 
Gross Domestic Product per man-hour........ 100 103 103 103 103 
Gioss Domestic Products20e.. ee tat 100 142 161 182 206 
Business 
EMIPlOyNent .oocc pace cee ee ee ee ie 100 132 ¥52 173 194 
Average weekly hours of work per man....... 100 91 89 86 83 
Gross Domestic Product per man-hour (lower 
LOTCCASL) suture ne oe carehcet ie Maat ee 100 128 145 164 185 
Gross Domestic Product per man-hour (higher 
FOTECAS! cats. sis tated deh, Geode: Meee wate RIE 100 138 162 190 Den 
Gross Domestic Product (lower forecast)......... 100 154 195 242 298 
Gross Domestic Product (higher forecast)......... 100 168 218 280 358 


Index numbers are based on 1955. 


For each sector and for each year, the index number of Gross Domestic Product is, apart from rounding, 
the result of multiplying the indexes of employment, productivity, and where applicable average weekly hours 
of work. 


In this table indexes of Gross Domestic Product are based on figures of Gross Domestic Product measured 
at factor cost in 1949 dollars. 
Source: Adapted from Wm. C. Hood and Anthony Scott, Output Labour and Capital in the Canadian Economy, 
1957, a study for the Commission, Chap. 5, Appendix A, p. 348A. 


PRODUCTIVITY AND OUTPUT 


community services sector, the doubling of employment will be matched 
by a doubling of output. (We have explained earlier the considerations 
underlying the lack of change in Gross Domestic Product per man in this 
sector; the trivial difference that is shown is purely technical and of no 
concern to us here.) In the business sector, the decline in hours will be 
more than offset by the increase in employment and the increase in 
productivity. Gross Domestic Product at factor cost in this sector will 
rise in the order of 3 to 3% times, in our view. 


Our forecasts of Gross National Product at market prices are shown in 
Table 16.3. 


Table 16. 3 
FORECASTS OF THE GROSS NATIONAL PRODUCT 
(billions of constant 1955 dollars) 


Assumed net immigration 


50,000 75,000 100,000 
perannum per annum per annum 
Productivity factor 214% 


BOGS eek RO Oe ae eee rte bot daewoo 38.0 38.7 595 
LOT ee he REC Bea el tein 46.7 48.0 49.3 
OVO re tee cr ne acetate action veka men ne 505. 58.2 60.2 
RO CU aoe Seach A pe ened) Sele oon MC a eee Sa 675] 70.3 7a 
Productivity factor 314% 
BG Seg Moree hee tae te ras cae oeas 40.2 41.1 41.8 
(WEN pes GRR He ARCO, CPN GAME AC See grt a SAP 50.9 52.4 53.9 
Seay ee a ees eee Merah toed as oe haha twce 63.5 65.7 67.9 
EB SUe bh OMe Secchi et eis oi Mecca Sasehtra a si ehers 78.9 82.0 85.2 
Average of the above 
LL See Se aR Bs Sn eee ee a PP Oa 39.1 39.9 40.7 
WOR ea 2 os itt ara eiose To oe Motte ka dco eae ik 48.8 SUZ 51.6 
(SE fa eR a er os OF Why ai SATS ie AR RS BC Ane 59.9 62.0 64.0 
PO BOP ccnexc nck Ae Nah Morelat olor ener han oarabatet ara attests HBR 76.1 79.1 


Nore: In 1955, the Gross National Product was $26.8 billion. 
a Assumed rate of productivity increase per annum for the business sector. 


Source: Adapted from Wm. C. Hood and Anthony Scott, Output Labour and Capital in the Canadian Economy, 
1957, a study for the Commission, Chap. 5, Appendix A, p. 348A. 


We need not go into detail here concerning the adjustments neces- 
sary to convert Gross Domestic Product at factor cost to Gross National 
Product at market prices. The interested reader may consult Chapter 5 
of Output, Labour and Capital in the Canadian Economy. The adjust- 
ments require the addition of an estimate of indirect taxes less certain 
subsidies in the economy, the addition of interest and dividends received 
from abroad and the subtraction of interest and dividends paid to foreigners. 


If net immigration averages 75,000 per annum and if the rate of 
productivity increase in the private business sector of the economy hews 
to the midpoint of the range we have chosen, the Gross National Product 
in 1980 will amount to approximately $76 billion in terms of 1955 dollars. 
If, however, net immigration on the average runs at only 50,000 per 
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G.N.PIN BILLIONS OF 1955 DOLLARS 


POPULATION & LABOUR FORCE IN MILLIONS 


Chart 16.1 
GROSS NATIONAL PRODUCT POPULATION AND LABOUR FORCE 


SEMI-LOGARITHMIC SCALE 


926-1980 


*® PROJECTED G.N.P. IS THE AVERAGE OF LOW AND 
HIGH PROJECTIONS BASED ON ASSUMPTION OF 
75,000 NET IMMIGRATION. 


*##% PROJECTION BASED ON ASSUMPTION OF 75,000 
NET IMMIGRATION, 


fae ks 2 a es 
ree Eee. 
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annum, and if the rate of productivity increase in the business sector hugs 
the lower edge of the range, Gross National Product in 1980 will amount 
to $68 billion. If, on the other hand, net immigration runs on the aver- 
age at 100,000 per annum, and if the rate of productivity increase is as 
high as 3.25 per cent per annum in the business sector of the economy, 
Gross National Product in constant dollar terms will reach $85 billion 
by 1980. There is thus a margin of error of somewhat over 10 per 
cent on either side of our median forecast. In general, it seems possible that 
Gross National Product may triple in real terms over the next quarter 
century. The chart on the previous page shows the anticipated growth 
of the Gross National Product together with that of the population and 
the labour force. 


Table 16.4 indicates the estimated growth of per capita Gross National 
Product from 1955 to 1980. To deduce from these estimates what the 
growth is likely to be in per capita personal disposable income would 
necessitate making a number of assumptions about the tax structure which 
might or might not prove accurate. The estimates in this table, however, 
are consistent with the conclusion reached in the study made for us on 
Consumption Expenditures in Canada that by 1980 the average Can- 
adian, after paying income tax, will have about two-thirds again as much 
net income for his own use as he had in 1955. 


Table 16. 4 
FORECASTS OF PER CAPITA GROSS NATIONAL PRODUCT, 
ASSUMED NET IMMIGRATION — 75,000 PER ANNUM 
(average between the high and low projections, 1955 dollars) 


Per capita Gross 
National Product 


Dollars Index 


(1955=100) 
LS eS aera nein oie eas eemerionc RCs CP Eb are” uP MCre ag SS 1,714 100 
NOG Sevag incase sVasacerei stents chehokctete nia eR cake bared 2,044 tig 
1A AN Tec chs Cannery ath sien Cie frm ee eer Fe Pape PA £35 
UOT Si ReMarsie ome oo snaponetintetctoneen mucked Ret Meistenye-snelacs 2,584 151 
[sO re oe Been Saree ICI mi hereto 2,959, 167 


Source: Adapted from Wm. C. Hood and Anthony Scott, Output Labour and Capital in the Canadian Economy, 


1957, a study for the Commission, Chap. 4, Appendix A, Table 4A.3, pp. 341-343 and Chap. 5, 
Appendix A p. 348. 


We should like in conclusion to offer some final remarks on the inter- 
pretation of our forecast. We have tried to forecast the potential levels of 
output that may be achieved if the economy is fully employed. Full 
employment has been defined as a condition in which on the average 
through a year at least 97 per cent of the members of the labour force 
have jobs. Perhaps our objective can best be described as follows. Picture 
the graph of Canadian real output as it may actually be realized over the 
next twenty-five years. This graph will be generally rising but it will also 
show moderate upswings and downswings in economic activity. We assume 
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that it will not show major downswings such as that following 1929 or 
be affected by the outbreak of global war. Picture further now, a line 
across this chart through the levels of yearly output produced when the 
annual average percentage of the labour force employed is 97 per cent. 
Our forecast of real output is to be interpreted as a forecast of the value 
of output for the years 1965, 1970, 1975 and 1980 as measured along 
this line. We do not attempt to forecast whether the year 1965 for example 
will be a year of boom or recession. We only attempt to forecast what 
might be the level of output in that year if 97 per cent of the labour force 
is employed on the average. We do, indeed, present our forecasts as ranges 
of alternatives; but each alternative pertains to a fully employed economy. 
The range reflects our uncertainty as to what the capacity of the fully 
employed economy will be. 


While we have concentrated on the general trend of potential output 
over the next twenty-five years, we are under no illusions that develop- 
ment will occur precisely along this line of trend through our projections. 
In some years the average proportion of the labour force employed will 
be greater than 97 per cent; in some years it may be significantly less. 
Nor will productivity increases occur at a constant annual rate. In short, 
we believe real output will swing around this trend of potential output, in 
some years rising above it and in other years falling below it. But there 
is reason for confidence that these swings will not be wide ones. 
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THE CHANGING STRUCTURE OF THE 
CANADIAN ECONOMY 


WHAT IS THE prospective structure of the Canadian economy? How 
may future changes differ from those which took place during the first 
and second quarters of this century? In earlier chapters of our report 
many of the parts of Canadian economic life have already been exam- 
ined, each part considered somewhat in isolation from others and from 
the whole. In Chapter 16, we brought these pieces together into fore- 
casts of the prospective “size” of the Canadian economy and the over-all 
growth in productivity. Now we summarize and collate our views on the 
“shape” or “form” of the economy. First we review some of the general 
influences which have changed the structure in the past, and consider 
the imprint of such broad forces on the future character of Canadian 
economic activity. Then we deal specifically with trends in the distribution 
of expenditure, of Canadian output and of employment among various 
industries. 


The changing structure of an economy is of great interest because it 
determines many of a country’s economic problems and imposes limitations 
on policies aimed at their solution. Canadians have achieved a high 
standard of living partly because of their good opportunities and effort, 
but this level of economic attainment has involved a~continuous process 
of adapting Canadian economic life to changing circumstances provided 
by world markets and the available Canadian resources. Such a process of 
adaptation requires a shifting of the location and occupations of people, 
and a reshaping of the employment of a nation’s stock of real capital, with 
all the economic and social problems involved. Or to take a more specific 
example, in the past comparatively large proportions of Canadian man- 
power and resources were devoted to agricultural production for export 
to British and European markets; thus variations in nature’s bounty and 
in world market conditions in agricultural products imposed substantial 
instabilities on the incomes of many Canadians. The smaller role which 
such activities now play in Canada’s over-all production means that these 
particular sources of instability are less important today than they once 
were, but the new shape of the economy poses other problems, such as 
massive requirements for social capital and for large investments to exploit 
the newer resource industries. 
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Changes in the size and in the structure of an economy are obviously 
related, with the precise relationships varying from country to country. The 
central problems of long-range economic forecasting are to relate the parts 
to each other and to the whole. In the forecasting work carried out for the 
Commission, predictions for the total output and for various kinds of 
expenditure, output and employment were made somewhat separately and 
simultaneously. Efforts were made at reconciliation but, of necessity, these 
could not all be conclusive. However, an important feature of the 
work was that those concerned with the over-all forecasts took account 
of the changing structure of the economy, while the forecasts for particular 
sectors reflect — and are reflected in — the over-all forecasts, and have been 
related to one another. Thus, the distribution of expenditure, output and 
employment on which we report in this chapter has been related, although 
perhaps somewhat imperfectly, to the views on the aggregate growth of the 
economy on which we have reported in Chapter 16. 


The Main Forces Changing 
the Structure of the Canadian Economy 

While the Canadian economy today has much in common with that of 
three decades ago, the structure has been pushed and pulled by world and 
Canadian developments during the past thirty years and thus has a some- 
what different face now than in the past. The main forces bringing about 
the structural changes have been the alterations in relative economic size 
of various industrial countries in the world, the growth of governmental 
activities in Canada, the increased size of the Canadian economy itself, 
the widespread appetite throughout the world for forestry and mineral 
materials, the Great Depression and the Second World War. It is widely 
recognized that the over-all economic growth of the United States and 
the Soviet Union has been greater than that of the United Kingdom and 
the countries of Western Europe during the last 30 years and that Canada 
has attained a distinctly higher rank as a world power. Unsettled inter- 
national political arrangements imply larger defence budgets than were 
common in the 1920’s and Canada’s more important status places on us 
obligations for military preparedness far beyond anything which we had 
previously experienced under peacetime conditions. Among the propor- 
tionately most enlarged industries in Canada are some concerned greatly 
with the production of defence equipment such as aircraft and electronics. 
The relatively more rapid growth of the United States has meant a stronger 
pull over the years toward a North American orientation of Canada’s trade 
and production arrangements but one which has of course been shaped 
in various ways by public policy. 

Quite apart from increased commitments for defence, there has been 
a more than proportionate growth in the size of governmental operations 
in Canada with governments attempting more active policies aimed at the 
“economic and social welfare” of the community. This trend is found in 
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all industrial countries. By providing a certain modicum of security of 
income to individuals and regions such governmental activities have 
influenced the patterns of expenditure by Canadians, encouraging longer- 
term commitments such as the purchase of housing and durable consumer 
goods, and encouraging a broader participation in the market for some- 
thing more than a minimum quality of food, housing and clothing. 


The scope of Canadian economic life has been broadened somewhat 
over the past three decades. While Canada is still greatly dependent on 
export markets for a small number of staple commodities, it is slightly 
less dependent on exports than it was three decades ago; also it is 
much further from being “a one commodity” country than in the 
late 1920’s. Perhaps the most important of the discoveries has been the 
post-war development of large petroleum resources in Western Canada, a 
change which has already overcome a large part of the energy deficiency 
of the Canadian economy. The increase in the economic size of Canada 
along with the rapid growth of production of some of the newer export 
staples have provided some additional competitive strength to manu- 
facturing industries in Canada, so that the country has become more of 
an industrial and urban nation than it was three decades ago. 


The Great Depression of the 1930’s and the Second World War con- 
tinued long after they were over to influence Canada’s economic experience. 
From 1930 to 1945 the accumulation of many forms of social and indus- 
trial capital equipment was rather severely restrained in Canada (as in the 
United States), so that, on a per capita basis, we probably ended the 
Second World War with a much smaller stock of many forms of capital 
equipment than we had in the late 1920’s; that is, with deficiencies in our 
stock of houses, roads, hospitals, schools, factories and so on. The same 
situation applied respecting durable consumer goods. The most distinctive 
feature of our experience since the end of the War has been the extremely 
large proportion of a large and expanding national output which we have 
devoted to the accumulation of capital equipment and durable consumer 
goods; we believe that a part of this expenditure has been due to the pro- 
cesses of catching up on the deficiencies in our stock of capital. The Great 
Depression and the War had another most important influence on the 
Canadian economy; through abnormally low levels of imports, limited 
investment programmes, special intergovernmental financial arrangements 
of the War and post-war years and inflation, the relative burden of Canada’s 
external indebtedness was greatly reduced. Despite all of the real costs of 
the Great Depression and of the Second World War, and the continued 
burdens of defence, Canadians have had distinctly higher levels of material 
comfort as well as greater leisure during the first half of the 1950’s than 
was experienced during the late 1920’s. 


What of the future? What general influences are expected to shape the 
economy? Are the trends likely to be somewhat different than in the past? 
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We have assumed that social, political and economic organization in 
Canada will not be fundamentally different from what they now are, for 
to assume otherwise is to fly in the face of our history and to launch into 
a topological nightmare in which one has no guideposts. We have also 
assumed that there will be no global war. Accordingly, and partly reflect- 
ing recent experience in the world, it appears likely that the over-all economic 
growth in the United States will be greater than in the United Kingdom 
and Western Europe, but the widening of the gap in economic power 
between these two industrial areas wili be much less in the future than it 
was during the past 30 years. We have earlier indicated a comparatively 
rapid growth in the economic size of Canada and thus a belief in some 
further elevation of Canada in international economic stature, but Canada’s 
place in the constellation of world power will not be essentially different 
from what it now is. We project the defence budget as a decreasing fraction 
of Canada’s Gross National Product. Also, the shift of Canadian external 
trade toward a North American orientation is expected to be slower than 
it was during the past three decades. 


The presently known mineral and forest resources and the potentialities 
of further additions to knowledge of our mineral wealth, together with the 
attractive market opportunities for mineral and forest products, imply a 
further rapid growth in the resource industries and a corresponding stimulus 
to over-all Canadian economic growth. However, Canadians must guard 
against overrating the strength of their position in forest and mineral 
products; for most of such commodities, there are many closely competitive 
sources in other parts of the world. The already high degree of exploitation 
of the cheapest hydro-electric power facilities in Canada and the 
smaller attraction of processing of some of the new mineral products 
(petroleum and iron ore) close to the sources of the minerals and hydro- 
power imply a somewhat less rapid growth in the primary manufacturing 
activities in Canada than has taken place in the past. Our expectation of 
rapid growth in the size of the Canadian economy, if realized, ought to 
provide opportunities for the continued improvement in the competitive 
position of many, but not all, secondary manufacturing industries, and 
some substitution of domestic for imported products. The unfavourable 
export market outlook for Canada’s agricultural products suggests a pro- 
portionate decline in agricultural output. Though the backlogs of require- 
ments of social and industrial capital are in the process of being over- 
come, a high rate of economic growth will require and encourage high 
average levels of investment expenditure; however, the growth in 
construction activity will not be comparable to that in national output, 
unless there is a demand in Canada for significantly higher standards of 
housing and social capital facilities. 


Canadians appear likely to become, even more than now, a rich 
people, with more leisure, living in a predominantly urban society. The 
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riches and leisure mean rapid growth in demands for recreational and 
hobby equipment, for travel and education, for better qualities of food 
and clothing, for more household equipment. The contrast of these riches 
and the poverty of much of the world will probably place increasing 
responsibilities on us for aid to the less fortunate. 


The Distribution of National Expenditure and 
the Structure of Canada’s Foreign Trade 


The structure of the Canadian economy has depended and will continue 
to depend to a great extent on the pattern of expenditure followed by Can- 
adian businesses and individuals. For example, a shift in consumer expend- 
iture from housing to automobiles and to home appliances implies a more 
rapid growth for the Canadian automobile and home appliance industries 
than for the construction of residential housing. A shift in world demand 
from foods to industrial materials will be reflected in a more rapid growth in 
the Canadian resource industries than in Canadian agriculture. Thus we 
feel it appropriate to begin the more detailed summary of the past and 
prospective shape of the Canadian economy with the distribution of 
expenditure on final goods and services coming available in Canada. This 
will be done by considering the main categories of the Gross National 
Expenditure, the total of which is equal by definition to the Gross National 
Product; the latter was forecast in total in the previous chapter. 


Glancing back we see that the biggest changes in the distribution of 
Canada’s Gross National Expenditure among the main components has been 
a more than proportionate growth in governmental demand and less 
than proportionate growth in personal or consumer demand for goods and 
Services..oces Lapie 17.1 and@hart 17.1. From the ‘period 1927 to21929 
to the period 1953 to 1955 the governmental share of the Gross National 
Expenditure increased from 10.3 per cent to 17.9 per cent, while personal 
expenditure declined from 72.0 per cent to 63.3 per cent. Perhaps more 
significant, however, we find that both the proportion of Canada’s output 
which was exported and the proportion of the goods and services used in 
Canada which was imported have declined, but in roughly the same degree. 
Thus, the net annual current import surplus in Canada’s national accounts 
was proportionately about the same in the late 1920’s and between 1953 
and 1955. The record on the share of the Gross National Expenditure 
devoted to investment is somewhat mixed partly because the fraction has 
varied widely over time and partly because the prices of investment goods 
have behaved somewhat differently from the general price level. In current 
dollars the investment share in national expenditure was somewhat larger 
between 1953 and 1955 than it was between 1927 and 1929; in constant 
dollars there was apparently a slight decline in the share. However, the 
proportionate change in investment appears to be much smaller than in 
governmental or personal expenditure and smaller than the proportionate 
decline in exports and imports. 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


‘gt¢ ‘d ‘p's qe ‘2 ‘dey ‘uorssrmmu0D oy} J0j Apnys & “L C6] ‘Auouorg upippuvd ay) ut jondvy pup anoqvy ‘indjngc ‘\yj09g Auoyyuy pue pooH *D “UA :dOuNOS 


“BUIPUNOL JO 9sNedAq [¥}0} 0} PpB SKBMIL JOU Soop [reIOq] :ALON 


00! (x) 00! 
9°¢ as (xs 
Se ve ce 
6'€ 6'€ I'v 
ko 8°€ 8°€ 
06 6'8 6'8 
Qala Ne Ccls |e Lag 
91 Lay vil 
761 9°81 781 
Lol Lol 891 
v'r9 "79 T'¥9 
9°91 sl 9'€] 
Isl lvl Vel 
cs OL OL 
9 O'V S'€ 
67 9°7 Sx 
GE O'€ 67 
L:€ 67 ee 
aa 8°9 €°9 
0°78 TOL €OL 
aaheON | Ss 
eT al OT 
ESS (oA Bick 
L€l OL 61 
87S L'6r ls 
YsIH | PPI | MOT 
18-6L61 


sie[JOp SS6l JO SUOTITE 


By cab oot ol On a a es SOOIAIaS pue spoos Jo swoduwy 


9°€C EVO CAV CVC 0'0£ 
oe 6 9°€7 arene O'LZ 087 suey emeien (el eeneiisile) isa a, Loree © 0 #020) SOOIAIOS pue spoos jo syiodxq 
QL l'8 Oy, O'S b9 a ele @.16 6 «we .6 we 6 © 0.016 @ 6) 8 yuourdinbs pue Arouryoeul MON 
89 19 Is TEAS L‘9 Nie ene: en nee ; Nemec oe UOTIONIJSUOD [VIJUSPISOI-UOU MONI 
6b 9'¢ Ib Z'€ 6°€ Bes an cae Gee ees os SE EBS UOTION.SUOD eIJUSpPISeI MON 
12): EC Q'] ae °° Mictie Melis! stele) .S).e80) 6/10, 10."0: leuie, 01.6 sinjipuedxa gouajop JUDUTUISAOD 
CV ge (a3 ies GY Mame | ae te JINJIPUIAXS JUIUWJSOAUT VOUSJOp-UOU JUSWIUISAOL) 
¢°9 €°9 On 6 aie me eee Pe dINJIPUdAXs sOUDJOp-UOU JUIIINI JUSWUUIOAOL) 
07% adeies II a er Gy: 07 eee ||| sites sikeitsi so isis) .0) ee! e/felge. erehie olieme) ekene) (cee) eae we sj10duil S89] syiodxy 
et 4 EE eG Selene tees ae JVUIT}SO JO JOIIO PUL SOTIOJUSAUT UT JUSUWSOAUT 
C6] 6 LI O'LT ri (ae Mel ce ee oe ey JUSUNSSAUI SSOWOP PoXY oeALg 
CLT 9°SI O'TI iS | COs Calis wee cs SOdIAIOS PU SPOOS UO sinjIpusdxe JUOUTUIBAOH 
€°¢9 0'¢E9 0°99 COr: OTL "SOIAIOS PUB SPOOS JOUINSUOD UO oiInjIpusdxs [eUOSIOg 
qUdD dg 
66'S Q'S DEG CCST 6L'I wisi eh elislen one Nene le leliely islwikeWelsen.e) o SOOTAIOS pue spoos jo syiodwy 
evs 661 06'¢ orl LOT ere) O00 jee: ete) 6 vee) oe SiLe) 0 16.40 16150) 0078) SOOTAIOS pue spoos jo syiodxq 
96'1 69'1 61 Ke Qe" elise dolevielele.elelelehere’ elie. .e\ jomtals quourdinbo pue Arouryoeur MON 
ILI 97'] LL 81° Opa te oes ee ees UOT}ON.YSUOS [BNUOpPISeI-UOU MON 
ET I 6L° €9° Joy © ie selle(s)@: 0) ee. ome. 6',8)k01 0 6ne coeoeeee UOT}ONISUOS [eIyUOpIsos MON 
08’ T Cl I Me SO’ a: siehes eiesne spepeteke euetsiiele eels oinyipuedxe gouajop JUSWIUIOAOD 
LOI O° OS’ JENS Ol ie: aye oe DINJIPUSAXS JUSUSOAUT DOUDJOP-UOU JUSWUIBAOL) 
vol Cel 90'T 6r" (SB ai Re are dINJIPUdAXs DOUDJOp-UOU JUSIINI JUSWWUIBAOL) 
Q1°CZ 16°07 97°C] ePe egg MPS Te esc eC eas “[eIOL 
[Ss ee, Co — 07’ Cl A: EU) WN hetes, suet ene ewe enemoncuoue.comenenenure.orene/ kel s).Sien eae syiodut SSO] syIodxq 
ce C6 ILS TI’ Ol eer tee JO IOLIO PUL SOTIOJUSAUT UT JUIWSOAUT 
C6'V RRS 69°C 79° hole cei 2 Me a JUDUJSSAUL DIYSOWOP Pox 9}VALI_ 
IS'v Le €Q'T ie 1O°o8 42 ee a SOdIAIOS PUL SpOOS UO Inj pusdxs JUSUTUIBAOD) 
v6'Sl COE 80'0I EVE OL 7 "SOOIAIOS PUB SPOOS JOWUNSUOS UO oIN}JIpusdxs [VUOSIOg 
CS-£S6l CS-OS61 6v-LV6l 6c-Le6l 6C-LC6L 


SIe]JOP JOINS JO sUOTIIg 


flag Hd be AY, 


(0861 40f SIsp2a.10f £66-9Z6] S4DaKk paqvajas 1Of Sasn122D) 
FANLIGNAdXS IWNOILVN SSOYD JO NOISIAIG AHL 


336 


THE CHANGING STRUCTURE OF THE CANADIAN ECONOMY 


Chart 17.1 


VARIOUS CLASSES OF EXPENDITURE AS PERCENT OF 
GROSS NATIONAL EXPENDITURE 
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a) Government and Personal Expenditures 


We will comment briefly on the trends in government and personal 
expenditure and more fully on investment expenditure and Canada’s 
foreign trade. The comparatively rapid growth in government expenditure 
on goods and services is due primarily to the enormous increase in expend- 
iture on defence — from about 0.3 per cent of Gross National Expenditure 
between 1927 and 1929 to 7.1 per cent between 1953 and 1955. The 
growth in government expenditure on goods and services has been 
accompanied by increased taxation, which in turn is the main reason for 
the proportionate decline in consumption expenditures between the late 
1920’s and recent years. Non-defence investment expenditures by govern- 
ments account for slightly higher fractions of national output in recent 
years compared with the late 1920’s, but this trend must be partly imputed 
to the abnormally high investment programme in recent years due to the 
sudden upsurge of population growth, the exceptionally high urbanization 
of the population and the backlog of requirements of social capital with 
which we started the post-war years. Of course, in addition to the increased 
share of governments in the total expenditure on goods and services, there 
have been enormous increases in net transfer payments from governments 
to the public, including such items as interest on the non-productive 
elements of the national debt, family allowances, old-age pensions, veterans’ 
allowances, and medical programmes. Collectively such net transfers 
amounted to about 3.8 per cent of the Gross National Expenditure in 
1928 and 1929 and to about 8.4 per cent between 1953 and 1955. Under 
these schemes governments acquire funds from the community (mainly 
through taxation) and transfer them back to the public, with only a minor 
and incidental expenditure by governments on goods and services. 


Though they represent a smaller fraction of total national expenditures, 
by any measure personal expenditures on consumer goods and services 
were absolutely much higher in recent years than they were in the late 
1920’s. In the study of Consumption Expenditures in Canada prepared for 
us, it is estimated that per capita personal expenditures on final goods and 
services, corrected for changes in price levels, were roughly 45 per 
cent higher between 1952 and 1955 than between 1926 and 1929; at 
the same time the average hours of work by the labour force declined 
substantially. Within personal expenditure we find some wide differences 
in the rate of growth of particular categories (see Chart 17.11) higher 
than average growth having taken place in expenditure on automobiles, 
alcoholic beverages, automobile operation, household appliances and 
furniture, tobacco, electric, gas and telephone service, medical services, 
drugs and cosmetics. The proportion of personal budgets declined for 
shelter, clothing, food, fuel, purchased transportation services and do- 
mestic service. In a rough statistical way these trends suggest changes in 
the fabric of Canadian life which reflect higher average real incomes, 
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Chart 17, II 


CANADA: INCREASE IN VARIOUS TYPES OF CONSUMPTION EXPENDITURE 1926-29 to 1952—55 
(Based on data in constant (1949) dollars) 
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greater leisure, urban life, the mobility provided by the private automobile 
and expensiveness of labour such as for domestic service. 


b) Investment Expenditures 


Because of the central role played by the accumulation of capital 
goods in the economic growth of a nation we wish to report at slightly 
greater length on investment expenditure in Canada. The stock of 
capital may be likened to a lake system, with the productive capacity 
of a nation dependent on the level and characteristics of the various 
reservoirs. In the processes of production and with the passage of time 
capital is consumed or used up; this is commonly identified as depreciation 
of capital goods. On the other side of our hydraulic analog, a process 
of addition to the stock of capital takes place, as new houses and factories 
and roads are built. It is these gross additions to the stock that we call 
“sross investment expenditures”. Canadians have fairly satisfactory data 
on investment expenditure for many years; they have somewhat less satis- 
factory estimates of capital consumption or depreciation; but hitherto 
there has been no systematic study of the stock of capital itself in 
Canada, that is of its size and composition and age structure and relation- 
ships to output. Because we believed that the size and characteristic of 
the stock would be helpful information for our task as well as of general 
interest to economic research in Canada, we have had a special study made 
of this matter; this is set out in Chapter 6 of the study, Output, Labour and 
Capital in the Canadian Economy. 


A nation’s capital consists of the productive skills of its people, as 
well as the structures, machines, inventories of raw materials and goods 
in various stages of manufacture. It is on the predominantly inanimate 
forms of capital which we focus here, but this should not be taken as a 
slur on human capital. Indeed, we believe that individual and collective 
investments by people to develop and exercise their own skills and talents 
are most important ways in which economic progress and human dignity 
may be combined. Another type of capital which we put aside at the 
moment consists of that stock of durable goods owned by households, 
such items as refrigerators, stoves, automobiles, outboard motors and 
fishing rods which are the property of private individuals. These instru- 
ments comprise an amazingly large proportion of the total stock of prod- 
uctive instruments in economies like ours and trends in personal expendi- 
ture suggest that a comparatively rapid accumulation of such items conti- 
nues to take place. Such goods are partly a way of attaining economic 
growth but are to a considerable extent a product of and an object of 
the growth. Instruments and inventories which are used directly or indi- 
rectly in the productive processes are much more clearly ‘engines of 
economic progress’ than are consumer durables, and it is the former 
with which our study is mainly concerned. 
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Even when we put aside capital in the forms of personal skills, con- 
sumer durables, inventories and natural resources, we are impressed with 
the size of the stock of capital required for our economy. See Table 17.2. 
The study prepared for us indicates that the stock of fixed capital amounted 
to almost $78 billion (in 1949 dollars) at the end of 1955, compared 
with a national output of final goods and services of about $21.6 billion 
(in 1949 dollars). Of this stock, about $41 billion consisted of industrial 
capital, that is of machinery, equipment and structures used directly in 
the processes of non-governmental production activity in Canada. In the 
economic literature on the subject, reference is often made to capital- 
output ratios; in non-technical language these refer to the dollars’ worth 
of capital of certain kinds used per dollars’ worth of output. The study 
prepared for us indicates that, at the end of 1955, Canadians used $1.1 
worth of machinery and $1.4 worth of structures per $1 worth of final 
industrial output. Another $21.7 billion of Canada’s stock of fixed 
capital consists of housing, and about $15.0 billion may be called social 
capital; the latter refers to the accumulation of roads, schools, govern- 
ment buildings and equipment, experimental farms, and such like. The 
stock of capital is also extremely large compared with the annual gross 
additions to the stock. In recent years, Canadians have devoted a large 
fraction of their annual output to gross investment in fixed capital, 
almost 24 per cent between 1953 and 1955, yet the gross additions 
amounted to only about six per cent of the stock of fixed capital which 
existed at the end of 1955. | 

Table 17.2 


SELECTED ITEMS—STOCK OF CAPITAL, INVESTMENT 
EXPENDITURES AND CAPITAL—OUTPUT RATIOS 
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Investment in fixed industrial capital in Canada was at a high level 
in the late 1920’s and since the end of the Second World War, though 
somewhat higher in the more recent than in the earlier period. Also, 
of this investment, a somewhat larger fraction took the form of machinery 
and equipment in the later period, and thus a smaller fraction as struc- 
tures. See Table 17.1. What trends may be imputed to these observations? 
First, a part of the investment in industrial capital since the end of 
the Second World War should be viewed as catching up on a backlog, 
of replenishing the stock of capital. During the Great Depression and 
during the Second World War, investment in industrial fixed capital 
was at an unusually low level; however, population growth continued. 
Thus by the end of the War the per capita stock of industrial capital in 
Canada was less than in the late 1920’s. Second, fragmentary data indicate 
that there has been a long-run trend of decline in the over-all fixed capital- 
output ratio for Canadian ‘industry’, but this in part reflects the substi- 
tution of social capital such as roads for industrial capital, such as rail- 
road structures. See Table 17.3. Thus, though the over-all fixed capital- 
output ratio for industry was lower at the end of 1955 than in 1929, 
this does not mean that Canada had a marked deficiency of industrial 
capital at the end of 1955. Third, the decline in the over-all fixed capital- 
output ratio for industry has been concentrated in structures; indeed the 
machinery and equipment to output ratios were considerably higher at 
the end of 1955 than in 1929. We believe the more rapid growth in pri- 
vate investment expenditures on machinery and equipment than in pri- 
vate investment in non-residential structures reflects a long-run change 
in the character of the industrial capital stock in Canada, a trend which 
we expect to continue. This trend has to some extent been encouraged 
by the more rapid increases in the prices of structures than of machinery 
and equipment, which in turn reflects the comparative difficulty of attain- 
ing increases in productivity in the construction industries; this is’ discuss- 
ed more fully in the study of The Construction Industry prepared for us. 


Investment expenditure on additions to business and to agricultural 
inventories were considered separately. The available evidence suggests 
that the ratio of business inventories to business output has been fairly 
constant on the average in successive periods of full employment, in the 
vicinity of 50 per cent. The value of business inventories of all kinds 
amounted to more than $10 billion at the end of 1955. There has been 
a slight decline in the ratio of such inventories to output since the 1920's, 
reflecting improvements in transportation and inventory handling and 
controls, but the change is quite small. The relative stability in the ratio 
indicates that, though additions to business inventories may account for 
widely varying proportions of the Gross National Expenditure between 
one year and the next, such additions on the average have tended to grow 
at about the same rate as business output. Additions to agricultural inven- 
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tories have also varied widely according to crop and market conditions, 


but on the average they have tended to grow along with agricultural 
output. 


Table 17.3 
TRENDS IN THE RATIOS OF THE STOCK 
OF INDUSTRIAL CAPITAL TO GROSS DOMESTIC OUTPUT 
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Source: Wm. C. Hood and Anthony Scott, Output, Labour and Capital in the Canadian Economy, 1957, a study 
for the Commission, Chap. 6, Table 6. IS Deesoe 


We have treated investment in Housing and Social Capital in a 
separate chapter of our report. Both of these forms of investment have 
accounted for larger fractions of our national output of final goods and 
services in recent years (1953-55) than in the late 1920’s; but both 
types of investment appear to have been abnormally high in recent years 
due to the efforts at catching up on accumulations of capital requirements. 
Long-run trends are difficult to identify for social capital because of the 
substitutions which have taken place between industrial and social capital 
formation, but for housing there is considerable evidence of a long-run 
trend of decline in the proportion of the national expenditure devoted by 
Canadians to providing and maintaining their shelter. 


c) Canada’s Foreign Trade 


The relative decline in the size of Canada’s foreign trade deserves 
special comment because of the central place which has been given to 
export staples and to the ‘openness of the economy’ in much of the 
country’s economic literature and in discussions of public policy. The 
decline has been moderate; on the export side it mainly reflects the smaller 
shares of Canada’s output which are exported as agricultural products 
to the United Kingdom and Western Europe. See Charts 17.III and 17.IV. 
On the import side the changes are more complex, but part of the 
decline is proximately due to the reduction in the ratio to national output 
of Canada’s indebtedness to foreigners, to the discoveries of petroleum in 
Canada, and to a significant replacement of imported goods by Canadian 
manufacturers. See Charts 17.V and 17.VI. Both on the import and 
export side of Canada’s trade, the smaller relative size of the trade is 
mainly on British and European account; for goods and services taken 
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Chart 17, III 
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Chart 17. 1V 


GEOGRAPHICAL DISTRIBUTION OF CANADIAN MERCHANDISE EXPORTS— 
EXPORTS TO VARIOUS AREAS AS % OF GROSS NATIONAL EXPENDITURE 
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Chart 17. V 


CANADA: COMPOSITION OF MERCHANDISE IMPORTS-— 
EACH CLASS AS % OF TOTAL MERCHANDISE IMPORTS 
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Chart 17.V] 
CANADA: GEOGRAPHICAL DISTRIBUTION OF MERCHANDISE IMPORTS 
Percent of Total % 
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together, imports from and exports to the United States have been about 
as high a proportion of the Canadian Gross National Expenditure between 
1953 and 1955 as they were between 1927 and 1929. 


The reasons for the relative decline of Canada’s foreign trade are 
quite complex. We have discussed the environment of world trade in 
earlier chapters of our report and we have had prepared separate studies 
of The Future of Canada’s Export Trade, Canada - United States Economic 
Relations, Canadian Commercial Policy and Canada’s Imports. Part of the 
explanation of the decline must lie in the relative decrease in world demand 
for Canada’s agricultural products, but this has been at least partly offset 
by the rapid growth in world demand for industrial materials of mineral 
and forest origin. There can be little doubt, however, that given less agri- 
cultural protectionism than is now rampant in the world, Canada’s exports 
of agricultural products would be larger than they have been in recent 
years and probably the ratio of Canada’s over-all exports to national output 
would also be larger. 


We do not believe that increased relative expensiveness of Canada’s 
imports nor increase in Canada’s restrictions on foreign trade have brought 
about the relative decline in the country’s international economic dealings. 
The long-run changes in Canada’s terms of trade have been slight, but they 
have been favourable to an enlarged rather than a smaller foreign trade. 
Canadian restrictions on trade have increased and decreased over the 
last three decades, but they have been less in recent years than in the later 
1920’s, and thus favourable to an enlarged trade. A large abnormal re- 
duction in the relative size of Canada’s international indebtedness took 
place during the War and early post-war years, associated mainly with the 
special inter-governmental financial arrangements of war and recons- 
truction; this is part of the explanation of the smaller size of Canada’s 
foreign trade in goods and services in recent years compared with the late 
1920’s but it is a condition which was non-recurring. We believe that 
changes in the internal structure of Canadian demand have not altered 
the relative size of Canada’s foreign trade significantly. Some such chan- 
ges, including the comparatively rapid growth in the demand for services 
like wholesaling and retailing, and the growth of governmental expendi- 
tures have tended to reduce the relative size of Canada’s international 
trade; however, other changes in the structure of demand have offset these 
influences, such factors as the shifts in private non-residential invest- 
ment toward machinery and equipment and of consumer demand from 
textiles to durable household goods. 


We believe that an important part of the explanation of the decline 
in the size of Canada’s foreign trade lies in the improvement in the 
comparative cost position of import-competing industries in Canada. Some 
of these improvements may be regarded as fortuitous unpredictable events, 
such as the discovery since the end of the War of large resources of petro- 
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leum in Western Canada and the wartime developments of Canadian 
production of rubber. These have resulted in a large replacement of imports 
by Canadian production, accompanied by a shift of resources from other, 
including export, alternatives to import - replacing industries. Some of the 
developments may be treated as by-products of the newer export staples 
in Canada, such as the refining of minerals and the manufacture of pulp 
and paper products, which provide both raw materials and markets for 
some parts of the rapidly growing Canadian chemical industry; this 
is one of the more important areas of manufacture in which imports 
have been replaced by domestic manufacture. But a substantial part of 
the import-replacement and the shift of resources toward Canadian man- 
ufacturing activity for the domestic market rather than the production 
of export commodities must be regarded as a general by-product of, but 
a contributor to, the growth in the size of the Canadian market, a growth 
which has provided opportunities for more economical production of 
many products in Canada, including such items as primary iron and steel 
products, automobiles and some household appliances. However, we 
should emphasize the close substitution possibilities between many kinds 
of Canadian and imported products; if Canada’s agricultural exports had 
done somewhat better in world markets, Canadians would have imported 
some of the goods, particularly manufactured goods, which they have 
instead produced. | 


d) Prospective Distribution of Expenditure 


With this background, we turn now to the slippery task of fore- 
casting the distribution of the Gross National Expenditure and of 
Canada’s position in the world economy. The general assumptions of 
the forecasting work have been set out earlier. A synopsis of our expec- 
tations about the distribution of Gross National Expenditure among the 
main components in the vicinity of 1980 has been included in Table 17.1. 
These forecasts are in 1955 dollars; with some exceptions they assume 
that the structure of prices applicable to each of the broad classes of 
expenditure will not change. 


The forecasts suggest that shares in the Gross National Expenditure 
devoted to governmental and to private investment expenditure will de- 
crease very slightly from the levels of 1953-55, and that personal expend- 
itures on consumer goods and services will increase a shade. The propor- 
tionate size of both exports and imports of goods and services are expected 
to decrease, but with the decrease in the foreign trade ratios being 
slightly larger for imports than for exports; thus, the net foreign invest- 
ment in Canada, as measured in the national expenditure accounts, is 
expected to diminish somewhat as a fraction of the Gross National Expend- 
iture. 

The smaller proportion of the national output which it is expected 
will be used for governmental purposes primarily reflects the assumption 
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of a decrease in the share of the national output devoted to government 
defence expenditure. Current non-defence expenditure by the combined 
levels of government are expected to increase more rapidly than the 
Gross National Expenditure. Civilian employment by the Federal Govern- 
ment and by the provincial governments is expected to increase more 
rapidly than the total population, with municipal employment increasing 
about in proportion with the increase in total population; this reflects 
the gradual extension of government services which has been going on 
in Canada and in other industrialized countries during the past half 
century and which we expect will continue into the future. Also, it is 
assumed that the remuneration of government employees will rise at the 
same rate as output per man-year in the business sector of the economy; 
when governments and business are bidding for the same kinds of skills, 
the differentials in rates of pay between them cannot change too radically. 
In an earlier chapter we have set out estimates of requirements for social 
capital; these correspond roughly to government non-defence investment 
expenditure. In Table 17.1 we suggest that such spending may account 
for a slightly smaller proportion of the Gross National Expenditure around 
1980 than they have between 1953 and 1955. In part this fractional 
decline in share is due to the recent high base of government investment 
from which the projections were made. In part it reflects the way in which 
the estimates of social capital requirements were made, in which only 
moderate allowances for increased standards of adequacy were assumed. 
Canadians may wish somewhat larger than the assumed proportions of 
their higher standard of living to take the form of improved hospitals, 
schools, universities, highways, parks, art facilities, museums and so on, 
in which case a somewhat larger fraction of the national output will 
be devoted to governmental investment expenditure than is indicated 
in Table 17.1. Also, in the immediate future public investment may require 
as large or even a larger proportion of the national output than it did 
between 1953 and 1955 to take care of existing backlogs and the conti- 
nued upsurge of Canada’s population. 


Investment in fixed industrial capital is highly variable over time and 
as yet the knowledge of economists does not permit predictions to which 
high degrees of confidence can be attached. We believe that as a long-run 
average, the share of the national output devoted to gross investment in 
fixed industrial capital in the vicinity of 1980 will not be very different 
from that of 1953-55, though a slight increase in the fraction is more 
likely than a decline. Also we believe that of this investment a larger 
part will consist of machinery and equipment and a smaller part of 
structures. The basis of these forecasts is set out in Chapter 6 of the 
study prepared for us on Output, Labour and Capital in the Canadian 
Economy. A rapid growth in output requires a rapid growth in the stock 
of capital and thus the assignment of a large fraction of the national 
output to investment. Though the over-all capital-output ratio for Canada 
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declined between the late 1920’s and 1955, the trend in recent years has 
been reversed, in part because Canadian output has grown up to the stock 
of railroad and other communication facilities which existed in the 1920’s, 
and in part because of the intensified use of machinery and equipment 
in industrial processes. The relatively larger share of the stock of capital 
which it is expected will take the form of machinery and equipment, itself 
encourages an increase in the share of national output devoted to gross 
investment expenditure. In production processes, machinery and equip- 
ment are used up more quickly than structures. Thus the higher the 
fraction of the capital stock as machinery and equipment, the higher 
the annual gross investment required. The numbers set out in Table 17.1 
reflect these views, suggesting that private industrial investment in struc- 
tures may be a slightly smaller fraction of the aggregate national output 
in 1979-81 than they were between 1953 and 1955, while private industrial 
investment in machinery and equipment may be a significantly larger 
fraction. 


There are a number of important elaborations and qualifications to 
these forecasts. Investment expenditures are not simply a matter of pro- 
viding a minimum capital requirement for a growing output; they are 
encouraged and facilitated by the growth of output and the climate of 
aspiration and enterprise. Our views on prospective levels of investment 
in industrial fixed capital reflect our judgment that the vigour of private 
investment processes in Canada in the future will be as great as they 
have been in our past. The predictions must be tempered or qualified 
in at least one important respect; we are likely to experience in the future 
as in the past a fairly wide variability in investment expenditures. It is 
inherent in the nature of capital equipment that replacements and addi- 
tions to the stock can be accelerated or postponed depending on the 
age structure and other relationships of the existing stock to current 
output, the pace of economic growth and the fluctuations from optimism 
to pessimism through which the community periodically goes. 


Prospective investment in residential housing was dealt with in an 
earlier chapter along with social capital. The available evidence suggests 
that as a long-run trend, Canadians, like Americans, have devoted, and will 
continue to devote, smaller proportions of their growing incomes to providing 
shelter. Even so, the per capita real expenditures on shelter have been 
increasing in absolute terms. Thus, the forecasts of investment in housing 
reflect the growth, age structure, family formation and location of the 
Canadian population and make a moderate allowance for improvement 
in the average quality of Canadian housing. Nevertheless, the proportion of 
Canada’s national product devoted to gross investment in new residential 
housing is expected to be somewhat smaller in 1979-81 than it was 
between 1953 and 1955. Like industrial investment in fixed capital, invest- 
ment in residential housing will undoubtedly vary widely during the next 
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twenty-five years depending on rates of family formation, urbanization and 
increases in income; our studies of the age-structure of the Canadian pepu- 
lation suggest that the construction of houses may be a little below the 
average in the next few years but above the average for a period begin- 
ning about 1965. 


These trends in investment in housing and social capital and in 
industrial fixed capital should be reviewed carefully as more evidence 
becomes available, for they have very important implications for the 
Canadian economy. If the trends turn out to be as we suggest, that is, 
of a smaller fraction of the national output devoted to structures and a 
larger fraction to machinery and equipment, then a less rapid growth 
may be expected in the Canadian construction industries and a more 
rapid growth in Canadian production and imports of machinery and equip- 
ment. Flows of savings have to be adjusted to the changing character 
of investment activity. The likely variability of investment expenditure 
imposes major problems of maintaining stability of the Canadian eco- 
nomy. 


For business inventories it is our view that further improvements in 
transportation and in materials-handling and inventory-control facilities 
may provide some economies, but the long-run decline in the average 
ratio of such inventories to business output is liable to be fairly small. 
Thus we expect that, on the average, roughly the same proportion of the 
national output will be devoted to additions to business inventories in 
the future as between 1953 and 1955. On the average, agricultural inven- 
tories will continue to grow, but slowly, because we expect a rather small 
increase in agricultural output; these inventories will likely have a wide 
variation from year to year. 


Our forecasts suggest that consumption will account for a slightly 
larger fraction of total national expenditures on final goods and services 
in 1980 than they have in recent years; this contrasts quite sharply with 
the decline of the fraction during the past three decades. The difference 
is primarily due to the assumptions and expectations of a less rapid growth 
in government expenditures in the future than occurred during the past 
three decades, which in turn implies a less rapid increase in the net tax 
burdens imposed on the private sectors of the community. If our pro- 
jections of government expenditure turn out to be under-estimates, our 
estimates of total consumption expenditure will correspondingly be excess- 
ive. The relative size of depreciation allowances, undistributed corporation 
profits and of personal saving also bear on the ratio of consumption to 
Gross National Expenditure. The available evidence suggests that deprecia- 
tion allowances may increase somewhat more quickly than the Gross 
National Expenditure, mainly because of the gradual shift in the form 
of the stock of capital from structures to machinery and equipment and 
that undistributed corporate profits will increase more or less in step 
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with Gross National Expenditure. As to personal savings, there is some 
uncertainty and substantial year to year fluctuation; but the Canadian and 
American evidence indicates little long-run change in the ratio of such 
savings to personal disposable income in the past. We see no good reason 
for thinking that the trend of the ratio will be different in the future. 


The combination of a decline in the fraction of the national output 
devoted to government expenditures on goods and services, of a slight 
increase in the fraction which is deducted as business savings, and a 
stability in the ratio of personal saving to personal disposable income 
imply an increase in personal expenditure at about the same rate as 
the Gross National Expenditure. On a per capita basis, in terms of 1955 
dollars, this means roughly a two-thirds increase from the present levels 
of consumption, to which we should add the reminder of a continued 
decrease in average hours of work as discussed in Chapter 16. 


How will the proportion of Canada’s expenditure devoted to con- 
sumption be distributed among various kinds of goods and services? See 
Chart 17.VII. It appears likely that the fraction devoted to expenditure 
on food, tobacco, clothing, shelter, fuel, household supplies and personal 
care will be smaller in the future than they have been in recent years. 
For food, the absolute level of per capita expenditure is expected to 
increase considerably even though the quantity of food consumed per 
person does not change very much. On the other hand, it seems probable 
that the fraction of Canadian personal budgets devoted to the purchase 
and maintenance of household durables, automobiles and hobby and 
recreational equipment and to medical care, travel, electric, gas and tele- 
phone services and university education will increase. These are trends 
which must be reviewed as more experience accumulates, but they are 
of considerable importance to the structure of the economy. If smaller 
proportions of our incomes are devoted to food and shelter and clothing, 
it follows that less than average rates of growth will result, other things 
being equal, in Canadian agriculture and housebuilding and the manu- 
facture of clothing. Higher than average increases in expenditure on 
various kinds of durable goods provide better opportunities for economies 
of large-scale production in the manufacture of such items in Canada. 
Rapidly expanding demands for medical care impose strains on the 
available facilities. 


Both for exports and for imports of goods and services our pro- 
jections suggest a continuation of the long-run decline in the size of 
Canada’s foreign trade, compared with national output. One may reason- 
ably ask why such a relative shrinkage of foreign trade is expected and, 
more important, about the consistency of our views on the growth in 
Canada’s foreign trade and gross national output. As we explained earlier 
in our report, there is not much prospect of large reductions in the levels 
of protection of agricultural and secondary manufacturing industry through- 
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Chart 17.VII 


PROJECTIONS OF DISTRIBUTIONS OF TOTAL PERSONAL EXPENDITURE 
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out the world, and therefore a quite limited growth is expected in the 
external demands for the products of Canada’s agricultural and secondary 
manufacturing industries. There are favourable opportunities for Can- 
adian exports of industrial materials, particularly to the United States 
but also to the other industrial areas of the world. The available and 
foreseeable supplies of mineral and forest products in Canada together 
with these market opportunities imply a rapid growth of exports of such 
products from Canada, but probably not a sufficient growth to sustain 
the present over-all ratio of exports to Canada’s Gross National Expendi- 
ture. We do not treat this as a serious limitation on rapid Canadian eco- 
nomic growth mainly because of our belief that significant further 
improvements in the world competitive position of Canada’s import- 
competing industries will take place. 


As to the structure of exports (see Chart 17.III), the future list 
will probably be dominated by a number of important staples of the pre- 
sent day — pulp and paper, lumber, non-ferrous metals, and asbestos. 
The big changes are likely to be the relative growth in exports of crude 
petroleum, natural gas, and iron ore, and the continued decline of the 
proportion due to agricultural and animal products. A guess as to the 
future geographical distribution of Canada’s exports is even more hazard- 
ous than one concerned with the commodity composition of the trade. 
It appears much more likely that the proportion flowing to the United 
States would increase than decrease, with that flowing to the United King- 
dom and Western Europe probably decreasing. 


As to imports, the past trend of change in the structure appears likely 
to continue. (See Chart 17.V). Mainly because of the rapid growth expect- 
ed in Canadian demands, an even larger share of the imports will pro- 
bably take the form of machinery and equipment, durable consumer goods, 
miscellaneous manufactured consumer goods and parts and components 
for the manufacture of such goods in Canada. Smaller fractions of Can- 
ada’s imports will likely be due to food, textiles, fuels, tobacco and alco- 
holic beverages and materials for structures. Partly because of the decline 
in the ratio of merchandise imports to Gross National Expenditure and 
partly because of the smaller part of those imports due to fuels, pay- 
ments to foreigners for freight and shipping services will likely increase 
less rapidly than the Gross National Expenditure. Higher incomes and 
an intensive growth in business activity will encourage continued rapid 
increases in payments to foreigners for tourist and travel and for business 
services. Also the servicing of Canada’s present indebtedness to foreign- 
ers together with a continued growth of Canada’s gross liabilities imply 
much larger payments of interest and dividends to foreigners than took 
place between 1953 and 1955, though the long-run average growth in 
such payments may be somewhat less than that of Canada’s gross national 
output. 
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The Distribution of Output 


We turn now to the distribution of output among the various industries 
or sectors of the Canadian economy. It will be recalled that the difference 
between Gross Domestic Product and Gross National Product is a small 
one, the former measuring the output of factors of production domiciled 
in Canada and the latter measuring the output of factors owned by 
Canadian residents. Because of difficulties in interpreting the output from 
housing and of the military personnel in Canada we will put these items 
aside for the moment and concern ourselves with the division of total 
output exclusive of these services. 


Partly on statistical grounds and partly reflecting economic relation- 
ships, the distribution of output is somewhat imperfectly meshed with the 
distribution of expenditures on final goods and services. At the present 
stage of statistical development in Canada it is not always possible to 
bridge the gap between the output of industries and the flow of products 
to final users. Even if this were possible the trends in the distribution of 
output would not be completely reflected in the demands for, and expend- 
itures on, various goods. For example, a somewhat more rapid increase 
may take place in the Canadian output of secondary manufacturing industry 
than in the over-all demand for manufactured products in Canada if subs- 
titutions of Canadian produced for imported goods takes place. 


We have summarized the historic record of the distribution of the 
Gross Domestic Product among the main industry sectors in Table 17.4 
and in Chart 17.VIII. During the last three decades the outstanding 
changes in the distribution of output have been a large decrease in the 
fraction due to agriculture and the large increases due to the resource 
industries and to primary and secondary manufacturing. Comparing 1953 
to 1955 with 1927 to 1929, the proportion of Canada’s output originating 
in agriculture has decreased from 23.4 per cent to 12.7 per cent. Between 
the same periods output originating in the resource industries, primary 
manufacturing and secondary manufacturing considered together has in- 
creased from 28.2 per cent to 38.9 per cent of the total. Smaller pro- 
portionate changes in output have taken place in other sectors with de- 
clines being found for transportation, storage and communication and 
for trade, finance and services; modest increases are due to the construction 
industries and to civilian government and community services. 


The large proportionate decline in the output of Canadian agriculture 
reflects the comparatively unfavourable growth in the world demand 
for Canadian agricultural products, the modest growth in the per capita 
volumes of food consumed in Canada, and the comparative attractiveness 
of non-agricultural employments for men and capital in Canada. These 
and other factors affecting Canada’s agricultural industries were discuss- 
ed in Chapter 8 and are treated even more fully in the study Progress 
and Prospects of Canadian Agriculture. 
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The comparatively rapid growth in the resource industries and in 
primary manufacturing represents a new phase in the long history of 
export staples based on abundant natural resources, a history which 
began with cod fish and furs and which has centred successively on 
timber, lumber, meat and cheese, wheat and now minerals and forest 
products. We pointed out in the summary of Canada’s external trade 
that the outstanding development in exports over the past thirty years 
has been the decline in exports of food to the United Kingdom and Western 
Europe, and the expansion of exports of mineral and forest products 
to the industrial nations of the world, but particularly to the United 
States. This has been encouraged by the comparatively favourable develop- 
ments in the world demand for industrial materials, in turn due to a 
comparatively rapid increase in the total consumption of such items, to 
growing scarcities in the production of some of these items in the industrial 
areas themselves and to the much more favourable treatment of imports 
of such items than of agricultural commodities in the commercial policy of 
the industrial nations of the world. The rapid growth of these industries 
has also been based on the under-exploited natural resources which 
existed in the late 1920’s and the additions to our knowledge of minerals 
since that time. Of very great importance in the development of primary 
manufacturing has been the availability of large sources of cheap hydro- 
electric energy; in recent years about one-half of all the electrical energy 
consumed in Canada has been used in the production of pulp and paper 
and the refining of minerals. The resource industries and primary manufact- 
uring are also capital-intensive and the availability of world financial re- 
sources and a comparative cheapening of capital goods has provided part 
of the stimulus to the rapid increase in output in these industries. 


The comparatively large and rapid increase in the proportion of Can- 
adian output due to secondary manufacturing industries is one of the 
outstanding changes in the shape of the Canadian economy during the last 
three decades and one of the most difficult to appraise. We have devoted 
a chapter of our report to these industries, and a general study and a series 
of specialized studies on secondary manufacturing were prepared for us. 
It is tempting to view the rapid growth of secondary manufacturing in 
Canada as mainly reflecting an improvement on a competitive position of 
Canadian industries vis-a-vis alternative sources of supply and thus to 
treat the growth of Canadian output as largely a substitution of Canadian 
for foreign produced goods. We believe that this argument has some merit 
but that other factors have also made major contributions to the growth 
in secondary manufacturing. 


For the typical industry in the secondary manufacturing sector imports 
capture a slightly smaller share of the Canadian market now (1953-55) 
than they did in the late 1920’s. For a number of industries including 
primary iron and steel, chemicals, autos, auto parts, synthetic textiles, and 
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petroleum manufactures, the declines in import shares of the Canadian 
market have been quite substantial. However, a large part of the more than 
proportionate growth in secondary manufacturing must be imputed to the 
comparatively rapid increase in the Canadian demand for manufactured 
goods rather than to a replacement of imported by domestic commodities. 
Many kinds of activity have been transferred from the home and service 
sectors to the manufacturing sectors of the economy. The demand for 
durable consumer goods and for machinery and equipment have grown 
more rapidly than the total national expenditure. The comparatively large 
increase in secondary manufacturing in the Canadian national output 
parallels similar developments in the United States and in other industrial 
areas where there has been little net substitution of imported for domestic 
goods. 


In view of the popular notion of rapid growth of government activities 
in the community, it is somewhat surprising to find the slight increase in 
the proportion of the national output attributable to government and 
community services. These data greatly underestimate the over-all growth 
of government in the community, as the rapidly expanding parts of govern- 
mental activities have been military expenditures and transfer payments, 
neither of which is reflected in government output. The slight proportionate 
increase in the contribution of the construction industry to Canadian 
national output reflects the temporarily high expenditures on structures 
in recent years and should not, therefore, be looked upon as a guide to 
long-run trends in the distribution of output in the economy. 


Somewhat surprising has been the decline in the proportion of output 
due to transportation, storage and communication industries, in view of 
the expectation that increased economic specialization associated with 
economic growth would involve a relative growth in the exchange and 
moving about of commodities. We have discussed the transportation indus- 
tries at some length in a separate chapter, and a special study has 
been prepared for us on the subject. The decline in their share of national 
output is attributable to a number of influences, including the growing up 
of Canada to its railroad network, the comparatively rapid increase in 
manufacturing production compared with the aggregate output of bulk 
commodities and thus to a relative growth in the traffic movements which 
have high value to transportation cost ratios, the substitution of private 
automobile and private truck transport for that provided by the business 
sector, and improvements in materials-handling and inventory-control 
systems. 


Somewhat unexpectedly we find that the share of national output due 
to trade, finance and (private) services considered together has also 
declined slightly as a fraction of the national output. As was pointed out 
in our discussion of the service industries, the consumption of services in 
Canada and in other industrial countries has been progressively inhibited 
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by their increasing relative expensiveness, which in turn reflects the lower 
than average increase in productivity in such industries and the necessity 
of paying comparable wages in the service industries to those in the 
economy as a whole. Indeed, in view of the increasing relative costs of 
typical operations in the trade, finance, and private service sectors, it is 
perhaps more surprising that the proportion of the output due to these 
sectors has continued to be so high; this must be imputed to the very strong 
growth in the effective demand for such services in the country. 


Whereas the average output of the economy is expected to increase by 
about 190 per cent, between 1953-55 and 1979-81, agricultural output is 
likely to increase by barely 30 per cent, output of the resource industries by 
375 per cent and of secondary manufacturing by 230 per cent. Thus the 
proportion of output due to agriculture is expected to decrease very sharp- 
ly, that due to the resource industries to increase greatly, with a substantial 
increase in the proportion due to secondary manufacturing (though a some- 
what less rapid relative growth than was experienced during the last thirty 
years). See Table 17.4 and Chart 17.VIII. Smaller proportionate changes 
are due to other sectors, declines being expected for construction, increases 
for transport, trade and services considered as a whole, and declines in the 
share due to government and community services. The comparatively large 
decline in government output is partly due to a statistical quirk in the 
valuation of government services, which is explained fully in our study, 
Output, Labour and Capital in the Canadian Economy; if the valuation 
of various kinds of output were made with the structure of prices which 
will probably exist by 1980, the government proportion would probably 
show a trend of increase. 


The expected decline in agriculture’s share of the national output is 
based on a comparatively unfavourable long-run outlook for exports of 
agricultural products, and a limited increase in the per capita Canadian 
demand for food in the forms in which it is prepared by the agricultural 
industry. Certain sectors of agriculture have much more favourable 
prospects than others, the more rapidly expanding will likely include the 
production of livestock and of certain fruits and vegetables; less optimistic 
prospects exist for wheat production and for some dairy products. 


A quite startlingly rapid growth is in prospect for output for the resource 
industries. This is due to continued favourable market opportunities 
abroad, particularly in the United States, and to the large increments which 
have taken place in our knowledge of available resources during the past 
ten years and the confidence with which further increments are expected. 
The most important of these additions is likely to be in petroleum, but 
iron ore also promises big gains. However, for many other minerals, substan- 
tial increases in knowledge of our resources have taken place; such develop- 
ments as the Lynn Lake in nickel, and Manitouwadge in other base metals 
immediately spring to mind. Collectively the minerals have become, and 
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are likely to become even more, the central staples of Canada’s specialization 
in the world economy. In the chapter on forestry we reviewed the extra- 
ordinarily rapid growth in the past thirty years; our expectation is of a less 
rapid growth in the future, partly because of a slower rate of increase in 
the consumption of newsprint, the advanced stage already reached in the 
substitution of paper for other materials such as jute and cotton, and the 
comparative improvement in the supplies of wood resources in other parts 
of the North American economy. While Canada’s forest resources are 
capable of sustaining larger annual cuttings than are now made, we are 
approaching somewhat more closely the limits in cutting accessible forest 
areas without substantially higher investment. 


Another difference from the past experience is that the future prospects 
are for primary manufacturing to grow about as rapidly as total output, 
whereas that sector had previously grown more rapidly. Essentially this 
means that the pulp and paper industries and the refining of minerals are 
expected to grow more slowly than in the past. It was the combination of 
natural resources, high transportation costs of the rawest forms of materials 
and the abundance of hydro-electric energy which provided the basis for 
the phenomenal increases in primary manufacturing in the past. Processing 
of the newer staples, such as petroleum, natural gas, iron ore and uranium 
is much less oriented toward the sources of the minerals and toward hydro- 
electric power installations than was that of the older staples of aluminum, 
copper, nickel, zinc, woodpulp and newsprint. 


The somewhat slower increase expected in the proportion of the 
national output due to secondary manufacturing than in the past also 
requires comment. This view is based in part on experience of advanced 
industrial countries, which shows that after a certain point of increase in 
economic wealth, a trend of more than proportionate growth in the 
demand for manufactures than for total output loses some of its “steam”. 
As we have indicated in the chapter on secondary industries, it is our 
expectation that the Canadian demand for manufactured goods will grow 
not very much more rapidly than Gross National Expenditure in the future. 
The trend also reflects the view that Canada is unlikely to find export 
markets for a greatly enlarged share of its output from secondary manufact- 
uring industries. However we believe that modest improvement in the 
relative cost position of our secondary industry is likely to take place; thus 
we expect that imports of manufactures will increase somewhat less rapidly 
than the Canadian demand for manufactures, and hence Canadian output 
of such products will increase a little more rapidly than Canadian demand. 
The less than proportionate growth expected in output of the construction 
industries is attributable to a gradual shift in the stock of capital from 
structures to machinery and equipment, to the extraordinarily high base 
(1953-55) from which the projections are made, and to the modest 
improvements projected in Canadian standards of housing and social 


THE CHANGING STRUCTURE OF THE CANADIAN ECONOMY 


capital. The expected output of the transportation, trade and services* 
sectors, considered together is a residual estimate, not entirely comparable 
with the forecasts in the earlier chapters on transportation and the service 
industries. However we believe that the slight increase in the proportion 
of Canadian output due to the transportation, trade and services* sectors 
shown in Table 17.4 is fairly realistic; there appears to be a strong trend of 
increase in Canadian demand for the output of these sectors, so that output 
may grow rapidly in spite of the increasing relative expensiveness of their 
output. 


The Distribution of Employment and Capital Requirements by Industries 


We turn now to the distribution of employment among the main 
sectors of the economy. Already, in Chapter 16, we have recorded our 
judgment on the division of employment among three main sectors of the 
economy, agriculture, business, and government and community services. 
In addition to some slight further treatment of these broad groups, we 
wish here to record some views on the division of employment within the 
business sector among the resource industries, primary and secondary 
manufacturing, construction, and transport, storage, communication, trade, 
finance and services. More details on these sectors and of various industries 
within them are found in the special studies prepared for the Commission, 
some of the results of which are presented in the earlier chapters of this 
report.7 * 


We have placed summary data on the past trends and the prospects 
for the distribution of employment in Table 17.5 and Chart 17.[X. During 
the past three decades there has been an extremely large decrease in the 
proportion of Canada’s employed labour force found in agriculture, and a 
large and rapid growth in the proportion working in trade, finance and 
services and in secondary manufacturing. A smaller change absolutely, 
but proportionately a large one, has been the increase in the employment 
in government and community services. Smaller changes took place in the 
proportions employed in other sectors, increases being found for cons- 
truction and primary manufacturing and decreases in transport, storage 
and communication and for the resource industries. 


* Other than community services, 


**There are two minor inconsistencies in the distribution of employment as presented here 
and as found in the special studies. First, the forecast of employment in agriculture, as 
we have already noted in Chapter 8, does not tally exactly with the forecast contained in 
the study prepared for us on Progress and Prospects of Canadian Agriculture. Secondly, 
the classification of employment used in the study on The Service Industries and adopted 
in Chapter 13 differs from that used here. In the earlier chapter, the service industries 
included what have been called government and community services in this chapter, but 
in addition covered trade, finance, and personal services and also those professional 
services which are carried on outside the framework of government and public institutions. 
The latter items have been included in the business sector in the forecast of aggregate 
output and in the discussion of the distribution of employment in this chapter. 
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The extremely large decline in the percentage of Canada’s labour force 
employed in agriculture is mainly due to the sharp decline in the portion 
of Canada’s output originating in agriculture, but mechanization and 
changes in the structure of agriculture have also contributed. Since 1940, 
but mainly since 1945, there has been a phenomenal mechanization of 
Canadian agriculture, which is very largely a substitution of capital for 
labour in the process of agricultural production. Also a fairly large part of 
employment — or perhaps more appropriately, underemployment — in the 
subsistence parts of Canadian agriculture has been met by people moving 
off the farm, with farms being abandoned or consolidated into larger farm 
enterprises. Much remains to be accomplished in this regard, but past 
experience suggests that the problem is amenable to solution, given con- 
tinued prosperity, patience, and encouragement. 


The comparatively rapid growth in employment in trade, finance and 
(private) services reflects the strength of demand of Canadians for such 
services. The lower than average increases in productivity in these industries 
have meant increasing relative cost of such services, but the demand has 
been such as to sustain output; to do so in the face of the lower than 
average increase in productivity implies that the labour force employed 
in these sectors must increase more rapidly than the rate of increase of 
output of the sectors, which is precisely what we observe. The increase 
which has taken place in the proportion of Canada’s labour force employed 
in secondary manufacturing is primarily due to the increased proportion 
of Canadian output derived from this sector; the rate of increase in product- 
ivity is about the average for the economy as a whole. Of course, within 
the sector, there have been widely differing combinations of increases in 
output, employment and productivity; at one extreme, we have noticed 
chemicals, for which there have been fairly modest increases in employ- 
ment considering the phenomenal rate of growth of output; at the other 
extreme, we have seen a comparatively rapid growth in employment in 
textiles despite slow growth in output, reflecting the smaller than average 
increases in productivity in the primary textile industries. These comments 
are not meant as a praise for some industries and criticism of others; the 
results are largely inherent in the nature of the production processes. In 
some industries it may take exceptionally good management and great 
efforts to make any significant gains in productivity; in other industries 
large productivity increases may be found despite poor management. 


The larger percentage of the labour force employed in the civilian, 
government and community services sector is a more accurate measure of 
the changing importance of the government than the trend in the sector’s 
fraction of total output, because of the statistical conventions in counting 
government output. Of course, both are serious under-estimates of the 
growing over-all importance of government activities in the community 
because they exclude military activities and the greatly enlarged transfer 
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activities of governments. The decline of the percentage of the labour force 
employed in the resource industries and in primary manufacturing took 
place in spite of the comparatively rapid increases in output of these 
sectors, revealing the much above-average increases in productivity in 
such industries. In contrast, the increase in the proportion of the labour 
force employed in construction was greater than the corresponding change 
in the distribution of output, showing the smaller than average increases 
in productivity in the construction industries, a trend with which we have 
dealt at some length earlier. 


The major changes in the distribution of employment which we expect 
in the future are to some extent a continuation of the past trends. A 
further large decrease in the proportion of the labour force employed in 
agriculture is expected, and a further large increase in the service activities 
in the broadest sense, including government and community services, trans- 
port, trade and services. Smaller changes are expected in the proportion 
of total employment accounted for by other sectors, declines appearing 
likely in construction, secondary manufacturing and primary manufacturing 
and slight increases in the resource industries. 


The expectations are based on our judgments on the prospects for 
output and productivity in the various sectors. For agriculture, the share 
of total output is expected to continue to decline sharply, while increases 
in productivity at somewhat higher rates than the average for the economy 
as a whole are expected. For services, despite the low rate of increase in 
productivity, we believe that Canadians will wish to take larger proportions 
of their incomes as services and that processes of production will make 
more intensive use of many kinds of services. Thus we believe that the 
fraction of the broad service package in total output will increase slightly; 
to produce this output with the smaller than average increase in product- 
ivity will require a much larger proportion of the labour force than are 
now employed in the “service” sectors. The slight decline expected in the 
percentage of the labour force empioyed in secondary manufacturing 
reflects our belief that the output of this sector will increase somewhat 
more than proportionately to total output but that the rate of increase of 
productivity in the sector will be slightly higher than the average for the 
economy. This in turn is partly a reflection of our belief that the higher 
than average productivity parts of secondary manufacturing will experience 
a more rapid growth in output than the lower productivity portions of the 
sector, and that the associated shifts in the labour force within secondary 
manufacturing will contribute to the over-all increases in productivity of 
the sector. The slight decline in the proportion of the labour force employed 
in primary manufacturing incorporates our judgment that this sector will 
not account for a larger share of total output, but that higher than average 
increases in productivity will continue to be experienced. The slight in- 
crease in the proportion of the labour force employed in the resource 
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industries is based on our expectation of high rates of increase in product- 
ivity in this sector, as the projected growth in the share of the labour force 
employed in the resource industries is minute compared with the expected 
increase in the sector’s share of the national output. The slight decline 
expected in the proportion of the labour force employed in construction 
is due to our view that construction will account for a significantly smaller 
share of the national output; the rate of increase in productivity in the 
industry is likely to be somewhat below that experienced in the economy 
as a whole. 


Despite the pioneering study in the measurement of the stock of capital 
which was undertaken for us, we are not able to form as firm views about 
the distribution of capital requirements as for labour; but a number of 
points of vital interest to the Canadian economy emerge. First, broadly 
speaking capital-output and labour-output ratios are inverses of one 
another. The industries of higher than average productivity are typically 
those of higher than average capital-intensity; for example, the resource 
industries and primary manufacturing. Conversely, the industries of less 
than average productivity are typically those of less than average capital- 
intensity. Those sectors which have experienced higher than average in- 
creases in productivity are usually those in which new investment per man 
has been higher than average; industries in which increases in productivity 
have been less than average are also those in which less than average 
increases in capital per man have taken place. The correspondence is by 
no means perfect, but it is not a bad generalization. Second, capital require- 
ments are going to be very heavy in those industries which combine high 
rates of increase in output and high rates of increase in productivity, and 
are going to be small in those industries in which we find low rates of 
increase in output and low rates of increase in productivity. Our expect- 
ations about the combinations of growth in output and in productivity 
suggest that the proportion of the total capital accumulation required by 
the resource industries and primary manufacturing will become even larger 
than they have been in recent years, and that the share required by the 
secondary manufacturing will increase slightly. The proportions of the 
total capital stock required by the service industries in the broadest sense 
and by construction may decline slightly, and the fraction required by 
agriculture will probably decrease greatly. However, in absolute terms the 
ratio of capital to labour will tend to increase in all sectors of the economy. 


Some Possible Economic Problems Associated with 
the Changing Structure of the Economy 

Our review of the changing structure of the Canadian economy suggests 
a number of situations which may pose economic and social problems for 
Canada. Among these possibilities we include the problems of rapid 
structural adjustments, the incidence of externally generated business 
fluctuations on Canadian incomes, variations in investment expenditure in 
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Canada and certain features of Canada’s balance of international payments. 
At the outset we must express our confidence that the problems of structural 
readjustment of the Canadian economy are not likely to be overwhelmingly 
difficult to handle. This is partly because the economic system has a high 
capacity for successful adjustment, provided that close to full-employment 
conditions are maintained and provided that a fairly substantial rate of 
over-all economic growth continues. Our confidence is partly based also on 
the prospect of gradual structural change. Changes and problems there will 
be and needs for adjustments in public policy, but we ought to be able to 
take them in our stride. 


During the next quarter century fairly large net transfers of manpower 
and capital among industries and areas are likely. Very few sectors or 
areas will experience absolute declines in output and employment; thus 
the transfers will largely take the form of more rapid growth of some 
sectors and areas of the economy than of others. Also these changes will 
be gradual and will be facilitated by the normal retirement of people from 
the labour force and their replacement by new entrants, and by the wearing 
out and replacement of existing capital equipment. However, even under 
the most favourable circumstances relative transfers of resources involve 
some social problems. The density of population in some areas may 
diminish quite sharply, imposing additional real burdens of providing 
adequate schooling, medical services and transportation facilities. In other 
areas, particularly metropolitan urban centres, rapid increases in population 
impose tremendous strains in providing the additional social capital facil- 
ities in short periods of time. In the nature of things, transfers of resources 
often impose large burdens of cost on small segments of the community 
but yield gains which although proportionately small to the great mass of 
the people, do in the aggregate outweigh the costs of adjustment. But the 
uneven distribution of costs and gains will pose problems of assistance 
and compensation, problems which in many cases should be met by public 
policy. 


One of the classical Canadian problems has been the sensitivity of the 
Canadian economy to external business fluctuations, particularly those 
originating in the United States, the United Kingdom and Western Europe. 
This sensitivity to foreign business fluctuations arises from the size and 
nature of Canada’s international specialization and the closeness of social 
and financial ties between Canada and the main industrial areas of the 
world. While we expect a small decrease in the openness of the Canadian 
economy and some gradual changes in the internal structure of the 
economy, we do not believe that any fundamental change is likely in the 
sensitivity of Canadian business conditions to fluctuations in the United 
States and Western Europe. Thus Canada’s traditional problem of having 
to cope with cyclical fluctuations of external origin is likely to be a con- 
tinuing one in the future. We believe that fluctuations in economic activity 
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in industrial areas of the world will be smaller in the future than they have 
been during the past three decades, and thus the magnitude of Canada’s 
problems of this origin ought also to be smaller. In a later chapter we 
comment on the policies which Canada may pursue for dealing with such 
problems as they arise. 


We have commented earlier on the extraordinary boom in real invest- 
ment activity which has taken place in Canada and in other countries since 
the end of the War. Canadians and Americans have a distinctly better stock 
of capital equipment now than they had at the end of the War, a stock 
which is larger per capita, of distinctly lower average age and higher 
productivity. Because of the size and quality of the existing stock, replace- 
ment of capital instruments may be somewhat limited in the next few years, 
and this is one of the possible causes of cyclical fluctuations in over-all 
economic activity. We draw attention to these possibilities primarily because 
they may impose disproportionate burdens of adjustment on certain seg- 
ments of the Canadian economy, such as the construction industry and 
those manufacturing industries which produce durable capital equipment. 
The possibility of replacement cycles in consumer durable goods also exists 
though economists do not yet have very precise ideas about the causes, 
consequences and offsets to replacement cycles. We mention these cycles 
as possible problem areas, and ones for which careful continued study 
will be required during the next few years. Such cycles influence the need 
for, and nature of, government policy concerned with fluctuations in the 
level of economic activity, on which we comment in a later chapter. 


Another area in which problems might arise, or where symptoms of 
economic or social difficulties might show, is in Canada’s balance of inter- 
national payments. The problems might be of a long-run nature such as 
would arise from the sustained loss of an important export market or an 
excessive burden of external debt; or they could be shorter-run problems, 
emanating from temporarily excessive rates of domestic investment or 
fluctuations in business activity in other countries. In recent years, many 
Canadians have shown some concern over Canada’s international trading 
position. During the past three years, Canada on the average has had a 
deficit on current international accounts of some $835 million per annum. 
The average deficit with the United States has run at about $1,160 million 
per annum while there has been an average surplus on current account 
with the United Kingdom and with other countries of approximately $325 
million. In 1956 the total deficit on current account was about $1,370 
million while the deficit with the United States was $1,640 million; the 
corresponding figures for the present year may be somewhat higher still. 


These recent deficits have been exceptionally large, primarily reflecting 
the phenomenally high rates of private and public investment activity which 
have been carried on in Canada in these years. We have not encountered 
any serious difficulty in covering these deficits so far, they have, of course, 
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been met by an inflow of foreign capital, mainly from the United States, 
but with substantial amounts from the United Kingdom and Western 
Europe. Indeed to a considerable extent the current deficits are themselves 
an adjustment to the inflow of foreign capital, which, by stimulating or 
facilitating investment expenditure tends to encourage Canadian imports 
and discourage Canadian exports of goods and services; this current deficit 
is related to the discount on United States dollars in terms of Canadian 
currency. If the rate of inflow of foreign capital were to decline substan- 
tially, we would expect the exchange rate for the Canadian dollar to decline 
also. This, in turn, should tend to stimulate exports and discourage imports. 
Furthermore, a reduction in the rate of capital inflow would involve a 
reduction in the rates of real investment expenditure in Canada and some 
decrease in our imports of capital goods. As a result of these and other 
parallel influences, equilibrium should be restored, though, of course, an 
extremely rapid reduction in the rate of capital inflow could pose substantial 
short-run strains of unemployment on important segments of the Canadian 
economy. 


As we have said, the substantial deficits in recent years have been 
offset by heavy capital inflows, but this situation is not entirely an unmixed 
blessing. We have been able to achieve phenomenal rates of investment. 
The exchange rate for the Canadian dollar has been very strong, so strong 
in fact that during 1957 it sold as high as a six per cent premium above 
the United States dollar. This tends to make imports abnormally high and 
tends to reduce Canadian exports; that is, it tends to encourage an ab- 
normal replacement of Canadian production by imports and to curtail the 
incomes of certain Canadian export industries. Much of this is the necess- 
ary consequence of the exceptionally high rates of domestic investment 
activity in Canada, for much of the manpower and resources to carry out 
this investment activity must be squeezed out of other employments in 
Canada. However, there is the possibility of too rapid a rate of expansion, 
particularly of some of the resources sectors, a possibility of distortion of 
the even growth of the economy as a whole and temporary over-capacity of 
some production facilities. 


Furthermore a large part of the capital inflow into Canada has gone 
into equity investments in Canadian subsidiaries of foreign companies. 
The implications of the dominant position which subsidiaries hold in certain 
key Canadian industries are discussed in the next chapter. We may simply 
note here that while we have been extremely prosperous in recent years, to 
some extent at least our good fortune is being paid for not in terms of 
exports; nor through a reduction in exchange reserves; nor by a drop in 
the exchange rate; nor by a shortage of capital for investment; but in the 
increased ownership and control of Canadian resources by residents of 
other countries. 
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Turning to the longer-run possibilities of balance of payments problems, 
some people may be concerned about the cost of servicing the increased 
amount of foreign capital which has been invested in Canada; others may 
be interested in the prospective size or regional distribution of our current 
balance on international transactions. Much of the new foreign investment 
which has occurred in Canada has gone into enterprises which are designed 
either to increase our exports or to reduce our imports. Much of it is in 
forms that will only have to be serviced if these ventures turn out to be 
profitable. For these and other reasons we do not expect the increased 
cost of servicing the foreign investment which has been made here in 
recent years to present too difficult a problem. 


Does it appear likely that Canadians will experience an over-all long- 
run balance of payments problem in the form of a troublesome excess of 
imports of goods and services over exports? In the past we have been 
fortunate to escape unfavourable long-term structural disequilibrium in 
our balance of international payments. In this century we have not had a 
sustained “sterling problem” nor a “United States dollar problem” in any- 
thing like the way in which the sterling area has had a “dollar problem”. 
Nor have Canadians experienced a sustained loss of export opportunities in 
anything like the degree faced by the Japanese after the development of 
artificial fibres or encountered by Chile after industrial nations perfected 
the synthetic fixation of atmospheric nitrogen. Since 1900 various Canadian 
exports have experienced setbacks, but we have been fortunate to have 
these offset almost simultaneously by new export opportunities or by the 
development of replacements for imports. A notable exception was the 
Great Depression of the 1930’s, but that piece of economic folly reflected 
much more than the problems of structural adjustment. 


As to the future, our studies suggest that imports like exports of goods 
and services are expected to continue to decline as a proportion of the 
Gross National Expenditure. Any forecast of the balance between current 
sales and purchases of goods and services from foreigners must be treated 
with great caution, because the balance is relatively small and because 
small proportionate differences in the forecasts of either exports or imports 
make a large proportionate difference to the balance between them. It does 
appear likely, however, that the relative size of Canada’s excess of imports 
over exports to the Gross National Expenditure and thus the net size of 
the capital inflows into Canada will gradually diminish,* though fairly wide 
fluctuations from one year to another are to be expected. This decline, 
together with the breadth of the base of present-day Canadian economic 
activity, the close substitution possibilities between imports and Canadian 
production and the continued confidence of foreign investors in Canada, 
suggest that Canadians are not likely to face a major unfavourable long- 
run structural problem of adjusting their over-all balance of payments. 


* Compared with the average level between 1952 and 1955. 
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Apart from the size of the total deficit on current account, there is its 
geographical imbalance. The changes which have occurred in the pattern 
of our trade since the late 1920’s, but particularly during the post-war 
period, have reduced the relative, if not the absolute, magnitude of the 
imbalance in our bilateral accounts. But even so there is a question as to 
whether Canada can continue indefinitely to earn substantial surpluses in 
her dealings with countries overseas for use in settling deficits with the 
United States. A sound and complete system of multilateral trade based 
on currency convertibility and non-discrimination can be established and 
maintained if there is equilibrium in the over-all trade and payments of 
each of the major trading nations of the world. In such circumstances 
there would be no cause for concern about Canada’s balance with indivi- 
dual countries or regions. But such conditions do not prevail today. Canada 
may intermittently or persistently lose attractive trading opportunities be- 
Cause some countries feel that they must limit imports from dollar areas. 
In view of this we think a better international balancing in the pattern of 
our trade would be desirable if it could be achieved without adding 
materially to costs. ; 


We have mentioned the very extensive development and expansion of 
the resource industries in recent years, which should result in a substantial 
increase in the future in the volume of our exports to the United States, 
especially of industrial raw materials. This should have the effect of 
reducing the present imbalance in our trade with that country. If we could 
widen our access to United States markets obviously the imbalance would 
be narrowed further. The only other course for us to take would be to 
reduce our imports from the United States and instead either to increase the 
share of imports from overseas countries or to look to domestic sources 
for a greater proportion of our requirements. 


In many lines imports from the United States enjoy real advantages 
in the Canadian market compared with imports from other countries. By 
and large, Canadian industry is not only established on the North American 
model but, of equal importance, we are accustomed to North American 
standards of service, delivery and salesmanship. This quite understandably 
is particularly true of those important parts of Canadian industry which 
are controlled by United States parent companies. Canadians are also 
accustomed to North American styles and are susceptible to United States 
advertising and merchandising techniques so that there is a strong prefer- 
ence for some United States consumer goods. In addition to these 
disadvantages, overseas suppliers of our requirements find that business is 
highly competitive in Canada in most lines, more so than in other countries 
and the total potential market here is relatively small. Nevertheless and 
despite the considerable difficulties which have been cited, there should 
be room in the Canadian market for some increase in imports from the 
United Kingdom, Western Europe and other countries. Since the end of 
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the War, efforts have been made not only by the Government but also by 
private bodies in Canada to encourage imports from these areas, and such 
efforts deserve support. But their success must ultimately depend on 
whether goods attractive to Canadian purchasers can be made available at 
prices and under conditions which will be competitive. 


Elsewhere in this report, some suggestions are presented for strengthen- 
ing the competitive position of Canadian secondary manufacturing. If these 
suggestions are adopted we believe these manufacturing industries would 
be in a better position to compete successfully in the domestic market with 
their United States competitors. This, in turn, should tend to reduce imports 
from that source and hence to improve our present unfavourable balance 
on current account with the United States. 


Finally, we would note that Canada may face short-run balance-of- 
payments problems in the future, since Canadian exports of goods and 
services vary with foreign business conditions. Decreases in exports decrease 
Canadian incomes and thus imports; balance-of-payments deficits arise 
if the imports are not curtailed sufficiently. Canadians may follow an 
aggressive policy of stabilization of income, employment and prices in the 
face of these externally generated fluctuations; however, if the Canadian 
policy of stabilization is much more vigorous than that of our major 
trading partners, it would tend to produce balance-of-payments deficits 
in periods of declining exports. This is but one more example of the way 
in which the structure of the Canadian economy can raise economic pro- 
blems and imposes some limitations on Canadian economic policy. 
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DOMESTIC SAVING AND FOREIGN INVESTMENT 
IN CANADA 


IN THE LAST CHAPTER, in discussing the division of Gross National 
Expenditure, we reviewed briefly the record of capital formation 
in Canada and offered our forecast of the annual rate of investment in 
capital goods that may be expected in the period around 1980. In this 
chapter we shall first remark on the ways in which this capital invest- 
ment has been financed in the past and may be financed in the future. 
We shall make one or two suggestions concerning the channeling of 
saving into investment through the domestic capital market. Most of this 
chapter, however, will be devoted to a discussion of foreign investment 
in Canada. 


Perhaps the most striking fact in the record of the distribution of 
Saving is the preponderant role of business saving. Undistributed corpo- 
ration profits and allowances for depreciation and depletion comprised 
over half (54 per cent, to be precise) of total saving (or investment) 
in Canada in the years 1953 to 1955. In this same period, personal saving 
and government saving* each accounted for about one-fifth of the total 
while the inflow of capital associated with the deficit in the current account 
of the balance of payments amounted to nearly one-tenth. These pro- 
portions were about the same in the 1927 to 1929 period; the only diffe- 
rences are that business saving was then a slightly larger and government 
saving a slightly smaller proportion of the total. Personal saving and the 
current account deficit were almost precisely the same proportions of 
total saving then as in the later years. 


Some detail on the sources of saving is shown in Table 18.1 entitled 
The Division of Saving. It will be noted that personal saving has, since 
the mid-twenties, been a remarkably stable proportion of total saving. 
Government saving, reflecting budget surpluses and non-defence investment 
expenditures has varied rather more in relation to total saving. Business 
saving and the balance on the international current account have however, 
been the most volatile sources of saving. Canadians had a surplus in the 
current account of the balance of payments in 18 of the 30 years ending 


with 1955. 


* We define government saving as government surplus as reported in the National Accounts 
plus government non-defence investment expenditures. 
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As compared with the 1953-55 period, we anticipate that business 
Saving may be a substantially larger proportion of all saving and that 
each of the other three main sources of saving may account for somewhat 
smaller proportions. The major change in business saving is expected 
through increases in depreciation allowances rather than undistributed pro- 
fits. This increased weight of depreciation allowances is expected to arise 
from the greater importance of machinery and equipment relative to struc- 
tures in the stock of capital, since depreciation reserves against machinery 


and equipment are likely to be built up more rapidly than those against 
structures. 


Government saving is expected to be a slightly smaller proportion of 
total saving in 1980 than in the years 1953-55. This is mainly because 
government capital expenditures, as discussed in Chapter 15 and as 
elaborated in the study Housing and Social Capital, while expected to 
increase substantially, are not expected to increase as rapidly as Gross 
National Expenditure. Government non-capital expenditures on goods 
and services for civilian use on the other hand, are expected to increase 
much more rapidly than Gross National Expenditure and hence, making 
reasonable assumptions concerning budgetary practices, it appears likely 
that the three levels of government will collectively run a small deficit 
expressed in national accounting terms. 


Personal saving is that part of personal income left after paying 
income taxes and after paying for purchases of consumers’ goods and 
services. Personal income after taxes we expect to be about the same 
percentage of Gross National Product in 1980 as in 1953-55 7 the 
claims of business against Gross National Product represented by business 
saving will be a higher percentage, but the claims of government 
represented by government saving and government spending on non- 
capital goods will be a lower percentage. However, though we expect 
that in 1980 the ratio of personal saving to income after taxes will be 
at about its long-run average, this implies that it will be below its value 
in 1953-55. Personal saving will therefore be a somewhat smaller pro- 
portion of Gross National Expenditure and of total Saving. 


The difference between exports and imports is relatively small and 
correspondingly difficult to forecast. A very small proportionate difference 
in the forecast of either exports or imports makes a very significant pro- 
portionate difference in the forecast of the balance of imports over 
exports. It is likely that a generation from now the current account of 
the balance of payments will in some years show a deficit and in some 
years a surplus; the forecast shown above should be interpreted as imply- 
ing that a relatively small deficit may be more common than a surplus, 
and that such deficits will be a smaller proportion of total saving than 
deficits on the current account are today. Of course foreign contributions 
to the total of saving arise also from the retained earnings and depre- 
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ciation allowances of foreign-owned concerns operating in Canada and 
these are offset to some extent by similar investments of Canadian-owned 
concerns abroad. We shall refer to these matters more fully later in this 
chapter. 


Apart from the funds that are re-invested in the businesses in which 
they are earned, saving flows from savers to investors through the capital 
market. The efficient functioning of the capital market is therefore of vital 
importance to the performance and in particular to the growth of the 
economy. Recognizing this, we arranged for a study of the capital market 
in Canada to be prepared. This study, which will be entitled Financing of 
Economic Activity in Canada, will contain new statistics on financial flows 
in Canada for the years 1946 to 1954 which are a logical supplement to the 
data in the National Accounts already published by the Dominion Bureau 
of Statistics. The National Accounts show for each of four “sectors” 
of the economy (persons, business, government and the “rest of the 
world”), the balance of saving relative to investment. This balance for 
any sector, if positive, represents the amount of that sector’s current income 
that has been used for acquiring financial assets or existing real assets 
from other sectors. In the capital market study, the National Transactions 
Accounts show these balances for a larger number of sectors and, for 
each, show separately its annual net increases in financial assets and 
liabilities of which several classes are distinguished.” 


It is not to be anticipated that serious, fundamental deficiencies in 
our financial system will be uncovered in the study, Financing of Economic 
Activity in Canada. As we have shown, the fact is that the Canadian 
economy in the last decade has been able to produce and distribute an 
immense and rapidly increasing flow of goods and services. This could not 
have been accomplished if the financial machinery were not working well. 
If there are features of the capital market which are not wholly satisfactory 
they are decidedly of the second order of importance. But we have some 
apprehensions. We have mentioned one in relation to municipal finance 
in Chapter 15 and in Appendix I. Later in this chapter we shall mention 
some that are related to foreign investment. Before doing so it seems ap- 
propriate to repeat something that we said in our Preliminary Report relative 
to the working of the domestic capital market. 


There does appear to be an inadequate supply of Canadian capital 
which can be readily mobilized for large-scale projects requiring a con- 
centration of equity capital on which no immediate return may be expected. 
In this connection it was suggested to us by some responsible witnesses 
that the legislation restricting the kind of investments which may be made 


* The ways in which economic activity is financed in Canada will be reviewed and assessed 
on the basis of these data and much of the information in the study we have mentioned. 
However, the study is not expected to be completed for some months and we cannot ~ 
therefore draw upon the analysis and appraisal of the capital market which it will contain 
to the extent we would have wished. This part of our report in consequence is more re- 


stricted than we had planned originally. 
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by life insurance companies and by trustees should be changed to allow 
more funds from those sources to be made available for investment in 
equities. Other equally responsible people expressed the view that trustees 
and institutions in a trustee position must pursue cautious policies in their 
investment programmes and that changes in existing legislation are not 
needed. Quite obviously it is the direct responsibility of trustees and of 
the managements of life insurance companies to decide how their funds 
should be invested and it may be that the policies of these companies are 
more significant than legislation in determining how much of their savings 
is invested in equities. We believe, however, that some greater degree 
of flexibility in the legislation governing investments by trustees and 
by life insurance companies would be desirable in order to allow trust- 
ees and the managements of life insurance companies more freedom in 
exercising their judgment in the field of investments generally. In parti- 
cular, we propose that: : 


(a) The restrictions in the various provincial trustee acts upon 
the powers of trustees to invest in equities should be re- 
examined and modified. 


(b) The limitation of 3 per cent on investments ~of life insurance 
companies which come under the so-called basket clause 
should be raised. 


(c) The 15 per cent limitation on investments of life insurance 
companies in common stocks might also be raised. 


(d) The regulation respecting the valuation of common stock in- 
vestments by life insurance companies should be changed to 
provide that any market depreciation below cost or book value 
may be amortized over a period of years as compared with 
the present requirements whereby any decline in market value 
of securities must be written off each year as it occurs. 


But even if changes along the above lines were made, it would not 
be possible for trustees and life insurance companies, even if they wished 
to do so, to provide all or even a substantial proportion of the capital 
which will be needed for equity financing in the years to come. If, there- 
fore, Canadians are to invest in new large-scale ventures, it may be 
necessary to devise new mechanisms for concentrating available venture 
capital and for spreading the risks more widely. (Indeed the whole question 
of the rate of savings in Canada should be given careful study 
in view of the large potential demands for capital that lie ahead.) It 
seems clear that in addition a continued inflow of foreign capital will be 
needed for such purposes, particularly in periods of rapid expansion. 


A fuller knowledge of the strengths and weaknesses of the Canadian 
capital market must await completion of the study on Financing of Economic 
Activity in Canada. However, in Chapter 20 we shall make observations on 
the limitations, some ineradicable others not, of the capital market as the 
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place in which monetary controls are initiated and through which they 
must operate. The remainder of this chapter will be devoted to a dis- 
cussion of foreign investment in Canada. 


Canada has never been able to provide enough capital from its own 
resources to finance the growth and development of the country. Indeed, 
one of the first and most important problems facing Sir John A. Mac- 
Donald and his colleagues was the raising of funds abroad to build the 
Canadian Pacific Railway. The growth of the country, at any stage in 
its history, would have been much slower without large supplies of 
capital from foreign countries, principally from the United Kingdom and 
the United States. All our periods of great economic activity and expansion 
in peacetime have been characterized by heavy inflows of capital from 
abroad; in periods of economic stagnation, we have been importing very 
little capital. Canada has always been a debtor nation. And it is there- 
fore appropriate that the Commission should have spent some time in 
considering the question of foreign investment in Canada including its 
implications both in economic and political terms. 


In the late nineteenth century, most of the foreign investment in 
this country came from the United Kingdom. Most of it was concentrated 
in the railways, in financing the requirements of government at all levels 
and in the construction of basic utilities. Also, most of it was in the 
form of debt rather than in equities.* In these respects, foreign invest- 
ment in Canada prior to, say, 1914, was very similar to foreign invest- 


ment in the United States during the same period. In both countries, the 


majority of this investment was paid back during and after the First World 
War. (In the United States, the repayment process started prior to 1914; 
in Canada it began somewhat later.) In more recent years, however, the 
patterns have changed remarkably with the growth and spread of Can- 
adian subsidiaries of American and other foreign companies. In the 
1920’s with the development of the newsprint and mining industries, 
foreign capital began to be invested in Canada in the form of equities 
rather than debt. It was during the 1920’s moreover, that the most 
important form of investment began to be direct investment in Canadian 
industry** mostly in Canadian subsidiary companies of foreign-owned 


* Debt is a fixed monetary claim such as represented by bonds or mortgages while equities 
are variable proprietary claims such as those arising from the ownership of stocks and 
shares. 


** Direct investment refers to the investment in or retention of earnings by concerns which 
are effectively controlled by non-residents. These include all concerns in Canada which 
are known to have 50 per cent or more of their voting stock held in one country outside 
Canada. In addition, in a few instances, concerns are included where it is known that 
effective control is held by a parent firm with less than 50 per cent of the stock. In effect 
this category includes all known cases of unincorporated branches of foreign companies 
in Canada and all wholly-owned subsidiaries, together with a number of concerns with 
a parent company outside of Canada which holds less than all of the capital stock. In | 
addition, there is a relatively small number of Canadian companies included in cases 
where more than one-half of their capital stock is owned in a single country outside of 
Canada where there is no parent concern. These exceptional cases are confined to instances 
where control is believed to rest with non-residents. 
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concerns. Also during this period, the relative importance of United 
Kingdom investment declined rapidly while that of American invest- 
ment increased. These trends have become even more pronounced since 
the end of the last War as will be seen from the following table: 


Table 18, 2 
FOREIGN INVESTMENT IN CANADA 


LO26n TO @1.955 
._—s—s—s—eessesSssSsSsSSSS 


Percentage increase 
1926 1945 
1926 1945 1955 to 1945 to 1955 
Billions i Billions Uf Billions % o; of, 


eee 
Foreign long-term 
capital invested 


in Canada: 
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Foreign direct 
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Source: Based on Irving Brecher and S. S. Reisman, Canada—United States Economic Relations, 1957, a study 
for the Commission, Chap. 6, Table 19, p. 92. 


In the ten years since the War, the total amount of United States 
investment in Canada has more than doubled. The increase has been very 
largely in the form of direct investment and is represented in the main 
by equity holdings. It should be noted furthermore that the figures shown 
in the table are based upon the book value of the investments. If it 
were possible to establish the real value or the market value of United 
States direct investments in Canada, the increase since the War would 
almost certainly be many times greater than the amount shown in the 
table for 1955. If, in addition, the very substantial increases which 
have taken place in the last two years were taken into account, the 
total of United States investment in Canada at the present time and the 
increase in the total since the end of the War would be even greater still. 


During the same period Canada’s foreign assets, including long-term 
investments in other countries, have also been increasing. Such assets 
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amounted to $6.9 billion in 1955, nearly double the corresponding figure 
in 1945. A substantial part of the total, however, is in the form of govern- 
ment loans and advances and government holdings of gold and foreign 
exchange. Canada’s direct investments in other countries amounted to 
$1.6 billion at the end of 1954 but this includes investments by Can- 
adian companies which themselves are controlled by foreigners. More 
complete statistics of Canada’s investments in other countries and of 
foreign investment in Canada are contained in the study, Canada-United 
States Economic Relations. 


There are several ways of looking at the contribution made by non- 
residents to the financing of investment in Canada. One approach is to 
show the extent to which Canada has drawn on the resources of other 
countries, on balance, and to compare this with total investment in Can- 
ada. This “net use of foreign resources” may be measured by the deficit 
in Canada’s international transactions, plus undistributed profits of cor- 
porations controlled by non-residents minus undistributed profits of Can- 
adian-controlled enterprises abroad. Another approach is to show the 
“ross use of foreign financial resources” and to compare this with total 
investment in Canada. The “gross use of foreign financial resources” may 
be defined as new capital of foreign origin supplied to enterprises and 
governments in Canada.* In both of these approaches the use of foreign 
resources and investment in Canada may be measured with or without 
taking depreciation allowances into account. For our immediate purpose 
we shall exclude depreciation allowances from the estimates. 


According to estimates published by the Dominion Bureau of Statis- 
tics, the net use of foreign resources as a percentage of total capital invest- 
ment in Canada was about 25 per cent in the five years 1926 to 1930. 
Similar estimates are not available for the years 1931 to 1945.°For the 
four years 1946 to 1949 there was a net capital outflow mainly due to 
large government loans to the United Kingdom and other countries for 
reconstruction after the War. The net use of foreign resources as a per- 
centage of total capital investment in Canada in the five years 1950 to 
1954 was 13 per cent. A tentative estimate of the corresponding percentage 
for 1956 is about 331/3 per cent. The corresponding estimates of 
the Dominion Bureau of Statistics of the percentage of the gross use of 
foreign resources to total capital investment were about 50 per cent in 
the five years 1926 to 1930: 21 per cent for the four years 1946 to 1949; 
33 per cent for the seven years 1950 to 1956, with the percentage for 
1956 being tentatively estimated at about 40 per cent. 


* More precisely, this measure covers the inflow of long-term foreign capital plus the non- 
resident share of undistributed profits of foreign-controlled enterprises in Canada. Among 
the movements disregarded are the foreign funds supplied to Canadian capital markets 
as a result of security trading, and also resident and non-resident capital outflows from 
Canada.(“‘Gross use of foreignfinancial resources’, as used here, is equivalent to the meas- 
ure “‘direct foreign financing’ used by D.B.S.) 
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These few statistics and percentages will be sufficient to show the 
very important part which foreign capital has played in Canada’s most 
recent periods of great economic expansion. A very considerable part 
of this foreign investment is in the form of direct investment in equities, 
whereas a much larger proportion of domestic investment is in such things 
as houses and highways and farms and railroads which are not likely to 
appreciate in value to the same extent. Furthermore, there is a snowballing 
effect about investments in equities. If a substantial part of earnings are 
retained and re-invested, the original investment tends to increase at a 
relatively fast rate. 


A big part of the foreign investment in Canada is concentrated in 
subsidiary companies controlled by non-residents in the resource and 
manufacturing industries. These are the industries which have been grow- 
ing at a fast rate and which may be expected to continue to grow at a 
faster rate than the economy as a whole. It follows that the value and 
importance of the foreign investments which have been made in these 
industries should also continue to increase at a relatively fast rate, quite 
apart from any new inflows of foreign capital. Well over half of the in- 
crease in United States direct investments in Canada since the War is 
accounted for by the expansion of companies which were controlled by 
United States interests at the beginning of the period, and most of this 
increase was due to the retention of earnings by the companies in ques- 
tion.1 The retention and reinvestment of earnings, plus amounts set aside 
for depreciation and depletion, ensures the rapid growth of existing com- 
panies and particularly the larger ones which are well entrenched, well 
financed and which hold dominant positions in their respective indus- 
tries. In many of Canada’s fastest growing industries the principal com- 
panies, the ones which hold the dominating positions, are controlled by 
non-residents. This concentration in certain key industries and in large 
companies wielding extensive influence is the most important factor to 
be considered in connection with foreign investment in Canada. 


A distinction should be noted between non-resident ownership and 
non-resident control. In some cases there may be a wide diffusion of 
ownership and no one group may hold a controlling position. In other 
cases one group or one parent company may control the operations of a 
Canadian subsidiary company through ownership of a subtantial percent- 
age of its shares. It follows that the percentage of non-resident contro! 
in certain companies and of certain industries may in some cases be 
higher than the percentage of non-resident ownership of such companies 
and in such industries.2 The tendency for a few large companies to pre- 
dominate in many industries is much the same in Canada as it is in the 
United States and the growth of large companies in Canada is often linked 
with the growth of their parent companies in the United States. In this 
way control by non-residents including United States parent companies 
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of a relatively few large Canadian companies may carry with it a domi- 
nating influence over the operations of a whole industry. 


The more important Canadian industries in which a relatively few 
companies controlled by non-residents have a dominating influence include 
the oil and gas industry, some sections of the mining, smelting and refining 
industry (for example aluminum, iron ore and asbestos) some sections 
of the chemical industry and at least three of the more important 
secondary manufacturing industries, namely automobiles, electrical apparatus 
and supplies and rubber products. This list includes several of the industries 
which have been expanding and developing most rapidly in recent years 
and some of the industries which we believe have the greatest prospects 
for continued growth over the next quarter century. Three examples of 
spectacular developments during the last few years, each of which have 
been financed very largely with American capital are the tremendous 
program of oil and gas development in Western Canada, the Kitimat 
aluminum project in British Columbia and the extraction of iron ore in 
Labrador and New Quebec. As we said in earlier chapters, we predict 
considerable further expansion in each of these industries over the next 
twenty-five years. a 


_. In the pulp and paper industry, ownership and control is more widely 
diffused. The nine largest companies account for 55 per cent to 60 per 
cent of the total production of this industry and of these nine, three are. 
controlled by non-residents. This is only part of the picture, however, 
because in addition many of the medium-sized companies in the industry 
are controlled by non-residents. At the beginning of 1954, 55 per cent 
of the total capital employed in the industry was controlled by non- 
residents and this percentage may have risen somewhat since then through 
the purchase of a number of formerly Canadian-owned companies by 
foreign interests. There are, of course, many other industries of great 
importance in which the amount and influence of foreign capital is of 
much less significance. These include the primary iron and steel, food 
processing, textiles, transportation, public utilities and construction indus- 
tries. The extent of foreign investment in agriculture is negligible. More 
than four-fifths of the capital invested in the chartered banks is Can- 
adian. In other financial institutions such as the insurance companies and 
the loan and finance companies, the extent of foreign ownership and 
control is considerable but not dominant. Detailed statistics of non-resident 
ownership and of non-resident control in various industries are set forth 
in Canada-United States Economic Relations. “The extent of non-resident 
control has increased with the growth of Canadian industry. No other 
nation as highly industrialized as Canada has such a large proportion 
of industry controlled by non-resident concerns.’”* 
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This in rough outline is the statistical picture of foreign investments 
in Canada which we propose to examine and discuss. Before doing so, 
it may be helpful to review. some of -the reasons why foreign capital has 
been attracted to Canada and to emphasize the great benefits which we 
have derived from this. Canada has always welcomed the investment of 
foreign capital because without it our rate of growth would necessarily 
have been much slower. One of the principal determinants of growth of 
the Canadian economy has been the development of our resource indus- 
tries including forest products, mining, smelting and refining, oil and gas 
and hydro-electric power. These industries have all required larger amounts 
of capital than Canadians have been able to provide themselves. Even 
today when Canadians are enjoying the highest standard of living in their 
history and when the volume of savings is also very high, Canada just 
does not have enough large pools of capital available to finance large projects 
on which, in some cases, no return may be expected for some considerable 
time. 


_ But the mere fact that Canada has been willing to borrow abroad 
and has always welcomed the investment of foreign capital here would 
not by itself have been enough to attract an inflow of capital to this 
country. Nor would the availability of rich and plentiful resources and 
opportunities for growth. Fortunately in addition the “investment climate” 
in Canada has been favourable. Canada has had a long tradition of free- 
dom for the flow of capital and income across its borders. Canada has also 
had a long history of orderly and responsible government. Moreover, a 
hard-working people with a strong desire for material advancement, a 
skilled labour force, a well developed educational system, adequate trans- 
portation. and other social-capital facilities, reasonably stable economic 
and social conditions and positive encouragement by all levels of govern- 
ment have all helped to make this country an attractive outlet for private 
foreign capital. This has been stimulated and encouraged by the similarity 
in political institutions, language and social customs with the main capital 


exporting countries of the past century, namely the United Kingdom and_ 


the United States; as well as Canada’s proximity to the United States which 
has been the predominant source of foreign capital in more recent times. 
Furthermore there is, of course, the basic fact that opportunities for profit 
are great in Canada and the risks involved are relatively small. 


As we have intimated, Canada still does not have the kinds of large 
capital pools concentrated in the hands of a single or a very few enter- 
prises which are needed for many investment projects undertaken in.a 
modern industrial state. Furthermore, and of at least equal importance, 
many Canadian investment undertakings require not only substantial out- 
lays of capital but also an advanced technology and access to research 
facilities, specialized entrepreneurial and management skills; assured 
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markets for a major part of the output; and the efficiency and the reduction 
in the element of risk which is associated with large vertically integrated 
enterprises. Non-residents, and especially Americans in more recent years, 
have been able to provide this combination of money, technology, skills and 
markets, without which the Canadian economy would have been developed 
much more slowly and less efficiently. In some few cases Canadian capital 
and Canadian entrepreneurs have been associated with Americans in such 
undertakings. An example of this is the very considerable development of 
the Iron Ore Company of Canada in the Quebec-Labrador area, which 
the Commission stopped off to see on its way from Goose Bay, Labrador 
to Sept-Iles, Que., in the summer of 1956. This project, while spear-headed 
by Canadians, was made possible only because of the inclusion in the 
venture of a group of American steel companies who contributed not only 
a large part of the capital and technical knowledge which was needed but 
also provided an assured market for the ore to be produced. 


But this example of a development project in which both Canadians 
and Americans participated is something of an exception. More often such 
projects are financed entirely by non-residents who control the enterprise 
completely. The explanation which is often given is that Canadians as 
investors are too timid and are unwilling to undertake large projects 
which require a great deal of capital. It is quite true, as we have said, 
that Canadians have had insufficient capital to undertake alone many of 
the larger projects which have been developed in recent years. But this 
does not mean they have been unwilling to participate in such ventures. 
In fact quite the opposite is true. Furthermore, it should be stressed that 
risk-taking by investors is a relative concept. Investment undertakings 
which would entail a considerable element of risk for Canadians are often 
a routine operation for large non-resident corporations. The Canadian 
venture, large though it may be by Canadian standards, is typically only 
a small part of the non-residents’ global operations. Furthermore, as we 
have noted, the non-resident corporation may be expected to have the 
ancillary facilities including technology, skills and markets, in the 
abundant quantities which are required to reduce the risks involved to 
more or less negligible proportions. 


There are other and more positive factors which encourage Americans 
and Europeans to invest their capital in Canada in addition to those which 
have been mentioned. The United States economy has developed to the 
point where it is generating large amounts of savings and there are many 
Americans, including those responsible for managing large American cor- 
porations, who are looking outside the borders of the United States for 
investment opportunities which promise a higher return on capital than 
could be obtained if it were employed at home. Many European investors 
may believe that Canada is a relatively safer place to invest than their 
own countries. 
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The motive for foreign direct investment in Canadian resource indus- 
tries has been a twofold one, partly the opportunity for profits and partly, 
and in some cases more importantly, the desire to develop and guarantee 
sources of supply of materials in which the United States and world needs 
are, or promise to be, greater than can be supplied from existing sources. 
In certain cases the United States Government has encouraged direct 
investment in Canada in connection with its programme of stockpiling stra- 
tegic metals. In most instances comparative costs of production have 
been a principal consideration in deciding to develop resources in Can- 
ada rather than elsewhere. In others Canada has been selected in prefer- 
ence to cheaper alternative sources because of the more favourable ‘“in- 
vestment climate” here and because of our proximity to the United 
States. 


The motive for direct investment by non-residents in Canadian secon- 
dary manufacturing industries has been to expand the parent companies’ 
operations into the Canadian market in the most desirable way. There are 
a number of reasons in the case of manufactured goods why it is prefer- 
able for a foreign parent corporation to establish a Canadian subsidiary 
rather than to supply the Canadian market through exports. The Can- 
adian tariff has been an important factor historically, and in some periods 
the dominant factor, in encouraging foreign companies to locate in Can- 
ada. Some years ago the desire to take advantage of preferential access 
to the markets of the Commonwealth was an important factor in the loca- 
tion or expansion of foreign-owned subsidiary companies in Canada. In 
this way the “Empire content’ requirements of the commercial and tariff 
policies of Commonwealth countries could be met. In the post-war period 
extensive dollar import restrictions imposed by Commonwealth countries 
have reduced very considerably this advantage which was formerly enjoy- 
ed by Canadian concerns. In this respect tariff considerations are now of 
less importance in attracting foreign manufacturers to establish subsidiaries 
in Canada. However, and despite the reduction in the level of protection 
since the War, the Canadian tariff is still important in encouraging Amer- 
ican and other foreign companies to supply the Canadian market from 
plants in Canada rather than from larger and often more economic plants 
in the United States. Moreover, in some cases the structure of the tariff 
influences the extent and the nature of the manufacturing operations that 
are carried on in this country by Canadian subsidiaries of foreign firms. 


Taxation considerations, not only in Canada but in the United States 
as well, have also played a part in helping to attract foreign investment 
to Canada. Probably the most important of these have been special 
United States income tax concessions designed to encourage Americans 
to explore for gas and oil, not only in the United States but in other 
countries of the world as well. These have given many Americans a 
‘material incentive to come to. Canada and explore here for oil and gas. 
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Canadian tax laws which give each new mine a three year period of 
exemption from taxation, and in addition provide generous depreciation 
and depletion allowances, have helped encourage American (and other) 
investment in the mining industry. The absence of a capital gains tax 
in Canada has been a factor of great importance. Still another, but one 
that is less important, is the fact that Canadian corporation income tax 
rates have been lower than those prevailing in the United States, especially 
during the Korean War, when there was an excess profits tax in the United 
States. Canadian succession duties have also been a factor, and a number 
of family-owned companies have been sold to foreign concerns in order 
to obtain the funds with which to pay such levies. 


The comparison is often made between Canada at this stage of her 
development with the United States of, let us say, 50 years ago and the 
assumption made that the Canadian economy will, like the American, 
mature to the point where it could supply all its own capital requirements. 
To a degree, this comparison is a valid one and we would certainly predict 
that Canada will be able to meet an increasing proportion of her own 
capital requirements in the years to come. We should point out, however, 
that over the last 50 years, income tax and succession duty rates have 
been rising. In former times in the United States it was relatively easier 
for private sources of investment funds to be accumulated than it is today 
in Canada when income tax and succession duty rates are high. Although 
the ever-widening sphere of public investment has partly compensated 
for the diminishing ability to accumulate large personal savings, private 
funds will continue to be of importance in financing business activities 
and their relative scarcity in this country will continue to encourage invest- 
ment from abroad. And quite apart from new capital inflows is the more 
or less automatic growth of existing foreign investments in Canadian 
subsidiaries through the retention and reinvestment of earnings. Moreover, 
comparisons with the United States of, say, 50 years ago often overlook 
the fact that most of the foreign investment in that country was in the form 
of bonds which did not automatically increase and appreciate in value 
and which were subject to repatriation. The same conditions do not apply 
to foreign direct investment in Canada today. 


Finally, in recent years the flow of foreign capital into Canada seems 
to have had a snowballing effect. Each new development undertaken 
creates new investment opportunities. Canada’s economy since 1945 has 
been expanding at a rapid rate and faster than in the United States. Much of 
this foreign capital flowing to Canada today, including much of it that is 
being furnished by Americans, is coming here to take advantage of this 
phenomenal rate of growth and of the great opportunities for further 
expansion and development in the years ahead. 


These, then, are some of the very real and substantial reasons why 
foreign capital is being invested in Canada in such considerable amounts 
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and in such important ways. The considerations and the benefits which 
non-residents obtain by investing their capital profitably in Canada are 
obvious. The advantages of such investment to Canadians are equally 
clear; the search for profits through direct investments by foreign concerns 
has directly influenced the rate of economic growth and industrial diver- 
sification in Canada and the standard of living of Canadians. The develop- 
ment of our resources, of facilities for processing them and of Canadian 
manufacturing industries has been stimulated by the activities of non- 
resident corporations in their energetic search for supplies and their pur- 
suit of markets. Without these contacts with foreign corporations much 
of this development would have taken place more slowly, if at all, and 
at higher cost. 


Connections with a parent or affiliated company in the United States 
or abroad often mean advantages which could not be duplicated by a 
purely Canadian enterprise or could be duplicated only at considerably 
greater cost. Availability of capital is important but so too, as we have 
said, are technology, research, product development, technical and mana- 
gerial personnel, training facilities, access to markets, access to sources 
of supplies and accumulated experience over the whole range of business 
activity. The point about access to markets bears constant repetition and 
continued emphasis. Most of the output of many of Canada’s basic indus- 
tries cannot be consumed at home and must be exported. In such circum- 
stances the assured market which foreign parent companies can often 
provide to their Canadian subsidiaries may be imperative to offset the 
heavy risks which otherwise would be inherent in the large-scale capital 
investment required to develop these industries. 


The benefits of foreign investment that we have mentioned are very 
real and tangible. It is more difficult to state in similarly precise.terms what 
the dangers are in the present situation and what conflicts might occur 
between the interests of Canadians and the interests of the foreign owners 
of wholly-owned subsidiaries of foreign companies operating in Canada. 
In the course of the Commission’s hearings, concern was expressed over 
the extent to which our productive resources are controlled by non- 
residents, mostly Americans. Many Canadians are worried about such a 
large degree of economic decision-making being in the hands of non- 
residents or in the hands of Canadian companies controlled by non-resi- 
dents. This concern has arisen because of the concentration of foreign 
ownership in certain industries, because of the fact that most of it is 
centred in one country, the United States, and because most of it is in 
the form of equities which, in the ordinary course of events, are never 
likely to be repatriated. Some people think it is foolish to worry too much 
about the possible dangers of foreign investment in this country. However, 
the contrary opinions on this subject which we have mentioned do in fact 
exist and if a period of political or economic instability should occur, they 
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might develop into demands for restrictive or discriminatory action of an 
extreme kind, the consequences of which would be unfortunate for all 
concerned. 


At the root of Canadian concern about foreign investment is undoubt- 
edly a basic, traditional sense of insecurity vis-a-vis our friendly, albeit 
our much larger and more powerful neighbour, the United States. There is 
concern that as the position of American capital in the dynamic resource 
and manufacturing sectors becomes ever more dominant, our economy 
will inevitably become more and more integrated with that of the United 
States. Behind this is the fear that continuing integration might lead to 
economic domination by the United States and eventually to the loss of 
our political independence. This fear of domination by the United States 
affects to some extent the political climate of life in Canada today. There- 
fore it is a factor which has some bearing upon “the probable economic 
development of Canada and the problems to which such development 
apears likely to give rise’. 


Undoubtedly there could be circumstances where the best interests of 
Canada might not be exactly the same as the best interests of the share- 
holders of a foreign parent company with subsidiaries in Canada and also 
perhaps throughout the world. For example, in the oil industry the same 
large international companies, or their affiliates and subsidiaries, which 
broadly speaking dominate the producing, refining and marketing sections 
of the Canadian industry, are the principal suppliers of crude oil to the 
large market centred in Montreal, and are important suppliers in most 
areas of the United States. The immediate and continuing interest of the 
Canadian subsidiaries of these companies, and indeed of Canada, is to find 
increasing markets for Canadian oil in the United States, or, failing that, 
perhaps in the Montreal area. Without growing markets a large part of 
the oil being discovered in Western Canada would have to be “shut in” 
perhaps for some considerable period. The importance and the immediacy 
of this problem of markets for the oil industry in Canada is clear enough 
to Canadians. Quite understandably, it may appear somewhat less important 
and less immediate to those in other countries who control the situation 
and who have world-wide interests to consider. In other industries, in 
mining or forest products, for example, the interests of the Canadian 
subsidiary and of the foreign parent may not always be the same in consider- 
ing possible expansion of operations. Often, alternative claims for 
expansion in other countries must also be considered by the management 
of the parent company before a decision is arrived at. 


Again, conflicts of interest might arise in the setting of prices on ship- 
ments between Canadian subsidiaries and their parent companies. For 
example, where Canadian subsidiaries supply raw materials to the parent 
company, it is possible that the price they charge might be too low. Altern- 
atively, Canadian subsidiaries might be required to pay too high a price 
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for materials, equipment and other goods purchased from their foreign 
parent companies or too high charges for administration, research and 
other services. The officials of both divisions of the Department of 
National Revenue attempt to ensure that these things do not happen and 
that the Canadian treasury does not lose revenue through inappropriate 
valuations of subsidiary-parent company transactions. But it is not always 
easy to establish fair prices in such inter-company arrangements which are 
difficult to investigate and police. 


In some cases Canadian subsidiaries of foreign companies may be 
restricted as to the sources of their supplies, materials and equipment; 
they may be expected to purchase their requirements from their parent 
companies or from the sources which supply such parent companies, parti- 
cularly in purchases of machinery and equipment. Sometimes it is said that 
price considerations notwithstanding, Canadian subsidiaries often buy 
equipment manufactured in the United States instead of comparable equip- 
ment manufactured in Canada or in other countries. Such purchasing 
policies may sometimes be laid down officially but perhaps more often it 
is a matter of free choice on the part of the personnel of the Canadian sub- 
sidiary who may be trained to do things in the same way as they are done 
in the factories of their American parent company. This strong bias in 
favour of United States suppliers is real and should not be underestimated. 


In some cases, Canadian subsidiaries of United States parent companies 
are permitted to export their products to the markets of Commonwealth 
countries because of preferential tariffs, but are prohibited from competing 
with their parent companies in the other markets of the world. In most 
cases, there may be little possibility of Canadian companies being able to 
compete successfully with much larger American companies including their 
own parent concerns but this may not always be so. 


One other consequence of the relationship which exists between Cana- 
dian subsidiaries and their parent companies in the United States presents 
itself occasionally in wage negotiations. There have been cases where the 
employers have been represented not by officials of the Canadian subsidiary 
but by representatives of the management of the American parent com- 
pany. At the same time, the employees have been represented, not by the 
heads of their Canadian local union, but by senior officers of their inter- 
national union with headquarters in the United States. In these circum- 
stances, suspicion may well arise that the negotiators are more interested 
in setting precedents for impending wage negotiations in the United States 
than they are with the immediate problems of the Canadian subsidiary 
and its employees. 


It would be unfair to overstress these unfavourable operating patterns. 
There are so many real advantages to Canada arising from the activities 
of foreign-controlled companies in this country that conflicts or potential 
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conflicts between the interests of Canada and those of the foreign owners 
seem somewhat small and unimportant by comparison. Moreover, these 
conflicts of interests would be more the exception than the rule. Never- 
theless there can be occasions when the activities of foreign-controlled 
companies in Canada may not be conducted entirely from the standpoint 
of the best interests of our economy. 


We have stated that the real concern about foreign investment in 
Canada is not so much about its aggregate amount as about the fact that 
its concentration in direct investment in subsidiary companies confers 
upon non-residents a large measure of economic control over some of our 
most important industries and industrial activities. We do not suggest that 
this control is, or is likely to be, used maliciously to damage Canadian 
interests or that it is being employed in a way which flouts the wishes of 
our people and our governments. Nevertheless a situation does exist in some 
sectors of the economy where legitimate Canadian interests may be over- 
looked or disregarded. The non-resident owners of the larger companies 
which have a dominating influence may not in all cases be aware of the 
Canadian point of view. 


In attempting to suggest reasonable and realistic objectives respecting 
foreign investment and the operations of Canadian subsidiaries of foreign 
companies, the Commission is aware that it is treading on somewhat treach- 
erous and uncertain ground. It is important that Canada should not 
discourage foreign capital by unfair discriminatory action and that the free 
movement of interest and dividends to foreign investors should not be 
interfered with by currency restrictions. Measures such as these would dam- 
age our national reputation for good faith and fairness in dealing with foreign 
investors who have placed their capital in Canada and could well result in 
a slowing down in the rate of foreign investment in the future and thus in 
the rate of our economic activity and expansion. At the same time we 
should not be unmindful of the reasons which have led to such substantial 
foreign investment being made in Canada including the expectations of 
investors that their investments here will appreciate in value very consider- 
ably in the years to come. We are in a reasonably strong position, there- 
fore, to state the objectives and wishes of Canadians in this matter without 
fear that by so doing we shall precipitate a flight of capital from Canada 
or a drying up of further inflows — providing we are fair and reasonable 
about the way we go about it. 


In the light of these various considerations, we believe the main 
objectives of Canadians in this matter should be: first, to see a larger share 
of toreign capital invested in the form of bonds and mortgages, which do 
not involve control of large sectors of the economy; secondly, to see that 
the part of foreign investment which is invested in the resource and manu- 
facturing industries is associated in some degree with Canadian capital 
and Canadian interests; and, thirdly, to ensure that control of the Canadian 
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banks and other financial institutions is retained in Canada. We shall 
propose more detailed objectives respecting the operations of foreign con- 
cerns which do business in Canada through the medium of Canadian sub- 
sidiary companies, unincorporated branches, Western Hemisphere Trade 
Corporations, etc. Our purpose in doing so is to ensure that such concerns 
are aware of and susceptible to Canadian influences and opinions when 
they make decisions respecting their policies and activities in Canada. We 
believe Canadians should have more tangible assurance than they now 
have that the people who are responsible for the management of such 
foreign-owned concerns will, whenever reasonably possible, make decisions 
that are in the best interests of Canada; that such concerns in effect become 
more “Canadian” in outlook. We do not suggest by this the development 
of a narrow nationalistic outlook; nor that the concerns in question should 
be restricted in their access to their parent companies and to all the 
benefits and advantages they obtain as a result. The following specific 
suggestions respecting desirable objectives for the operations of such foreign- 
owned concerns would not have these effects; we believe they would be of 
benefit to all concerned: 


(1) wherever possible, such concerns should employ Canadians in 
senior management and technical positions, should retain Canadian 
engineering and other professional and service personnel, and 
should do their purchasing of supplies, materials and equipment 
in this country; | 


(2) they should publish their financial statements and make full 
disclosure of the results of their Canadian operations; 


(3) they should include on their boards of directors a number of inde- 
pendent Canadians and they should sell an appreciable interest in 
their equity stock to Canadians.* 


It does not appear that the first of these desired objectives involves 
much of a problem. By and large, Canadian subsidiaries of foreign com- 
panies do employ Canadians in senior management and technical posi- 
tions whenever they can find qualified men to fill them. In fact, in recent 
years, a number of the better known foreign-controlled companies have 
appointed Canadians to their top executive positions. Furthermore, many 
people who have come from abroad to manage Canadian subsidiaries of 
foreign companies have settled here permanently and have become useful 
and helpful Canadian citizens in every sense of the term. It is also true 
that a great many of these concerns do, in fact, purchase their requirements 
in Canada whenever it is economically possible for them to do so. We 
believe such policies are desirable in themselves. They encourage the deve- 
lopment of Canadian management and technical talent, they stimulate 
employment and they are good for the economy as a whole. 


* We have in mind something of the order of 20 per cent to 25 per cent. 
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The second objective is that foreign-owned concerns should publish 
or make available their financial statements showing the results of their 
operations in Canada. If these concerns, more particularly the larger ones, 
were owned in Canada, they would be required to supply copies of their 
financial statements to Canadian shareholders and in this way, if there 
were more than just a few shareholders, these statements would be made 
public. Generally speaking the parent concerns publish their own state- 
ments in considerable detail in their own countries. It is not unreasonable 
therefore that Canadians should wish similar information about the 
activities of the subsidiaries in this country. Indeed, it is our opinion that 
the community at large is entitled to be interested in the financial results 
of the operations of the larger foreign-owned concerns operating in this 
country, since in many cases these operations have a direct bearing upon 
economic activity and the level of employment. We do not propose that 
foreign-owned concerns operating in Canada should be forced to publish 
their financial statements, but we believe it might well be in their best 
interests to do so voluntarily. Such a step should improve the public rela- 
tions of such concerns and should allay unjustified suspicions about their 
operations and activities in Canada. 


The third objective is that Canadian subsidiaries of foreign companies 
(particularly the larger well established ones) should sell some part of 
their equity stock to Canadians and include a number of independent 
Canadians on their boards of directors. A number of companies have 
adopted this policy and have said that it has worked out well and to their 
advantage. Certainly we see no reason why, if the Canadians selected as 
directors were able and conscientious men, the adoption of such a policy 
would not work out to everyone’s advantage. In addition to the fact that 
the public would have some assurance that broad Canadian interest would 
not be lost sight of in the everyday discussion and decision of company 
policies, the companies in question would be better informed of Canadian 
views and attitudes. Both in the case of long-range company planning and 
in decisions concerning day-to-day operations, such Canadian directors 
would not be likely to forget the broader interests of the nation. 


The sale to Canadians of some portion of the equity shares of Cana- 
dian subsidiaries of foreign companies would, of course, be advantageous 
in itself because it would provide greater opportunities for Canadians to 
invest their savings in growing sectors of economic activity in their country. 
Moreover, it would make Canadians more aware of the important role of 
these companies in our economy and at the same time it would encourage 
these companies to take into account the wishes of their Canadian share- 
holders. But the two proposals — that independent Canadians should be 
appointed to the boards of directors of such companies and that some 
portion of the equity shares be sold to Canadians — are directly related; 
they complement each other and neither one would be nearly as effective 
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by itself. The influence which independent Canadian directors could wield 
in discussions about company policies would not be of great importance 
unless they represented a group of the company’s shareholders. In fact, 
without this representation to support them, the position of such directors 
would be little more than that of employees or paid advisors to the foreign 
parent company. Similarly, a loose group of Canadian shareholders could 
hardly expect their views to be effectively listened to without forceful and 
intelligent representation. 


The proposal that Canadian subsidiaries of foreign companies should 
appoint independent Canadians to their boards of directors and sell stock 
to Canadians is, of course, not a new one. But fewer companies than one 
might have expected have done anything about it. It seems to us that on 
the whole those Canadian subsidiaries of foreign companies which have 
adopted the policies we are suggesting have made a greater contribution 
to the Canadian economy in many ways than others that have not such 
policies. Those that have done so appear to be more interested and aggres- 
sive in developing their Canadian operations and to be more aware of 
Canadian problems and viewpoints. There is no way in which we can 
prove this general proposition scientifically — but it is a definite impres- 
sion we have gained as a result of our travels, hearings and discussions. 


Some foreign owners of Canadian subsidiary companies say that 
changes on the lines we have proposed might make things more compli- 
cated for them; that they could no longer operate their Canadian sub- 
sidiaries in just the same way as their various branches throughout the 
United States and other countries; that the separate interests of minority 
Canadian shareholders would have to be remembered when it came to 
setting prices on inter-company transactions, deciding dividend policies 
and so on. In fact, they say that it is simpler for them to continue their 
operations and arrangements in Canada in the way they are at present; 
there is no material incentive for them to do otherwise. There is some 
validity in this from the standpoint of the management of the foreign parent 
companies. And we doubt if there will be a widespread change in present 
policies —- even though such changes may be thought desirable by Cana- 
dians — unless incentives are provided for this purpose. We believe, how- 
ever, that such incentives could be given by some relatively minor changes 
in our tax laws and that they would be effective in bringing about the 
changes we have been discussing. 


In Chapter 12 it was suggested that additional or special depreciation 
allowances might be granted to the secondary manufacturing industries 
(or to companies in all industries) in order to encourage them to keep 
their equipment and factory buildings modern and up-to-date. Another 
suggestion set forth in Appendix H is that companies in the oil and gas 
industries should be allowed to deduct the full amount of their property 
acquisition costs in addition to their exploration and development expendi- 
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tures. It was suggested also that companies in these latter industries should 
continue to be granted an allowance for depletion and that it might be 
computed on a more favourable basis than the present one, or that, altern- 
atively, they should be charged a lower rate of tax on profits earned in 
the production side of their activities. These suggestions for new and 
special tax concessions were put forward primarily with the objective of 
assisting Canadian companies and Canadian businesses to compete success- 
fully with their much larger competitors in other countries whose financial 
resources and research facilities in many cases far surpass what is available 
in Canada. With this in mind and if these suggestions for new and special 
tax concessions are accepted, it would be reasonable, in the opinion of the 
Commission, to make them conditional in their application to foreign- 
owned Canadian subsidiaries upon such companies selling some part of 
their equity stock to Canadians and appointing some independent Cana- 
dians to their boards of directors. Unincorporated branches of foreign 
concerns and Western Hemisphere Trade Corporations doing business in 
Canada would have the option of incorporating their businesses under 
Canadian laws and qualifying for the new and special tax concessions which 
have been suggested or of continuing to enjoy whatever advantages they 
are at present entitled to under their existing forms of organization. This, 
incidentally, would tend to offset the advantages which certain foreign oil 
concerns operating in Canada through the medium of Western Hemisphere 
Trade Corporations enjoy at present vis-a-vis Canadian oil operators. 


Another step which might be taken in the field of tax policy would be 
a further revision of the withholding taxes on dividends and interest payable 
to non-residents. The rate of withholding tax on dividends paid to non- 
residents is 15 per cent, except in the case of wholly-owned subsidiary 
companies. Until quite recently the rate was 5 per cent provided not less 
than 95 per cent of the shares of a Canadian company were held by a 
foreign parent. It was alleged that this differential discouraged the sale to 
Canadians of any appreciable proportion of the shares of Canadian com- 
panies controlled by foreigners. In order to meet this objection, the tax 
treaty with the United States has been amended to provide that the lower 
5 per cent rate of withholding tax will apply in future to dividends and 
interest payable by Canadian subsidiaries of foreign companies even though 
such companies hold less than a 95 per cent interest in the Canadian com- 
pany concerned. An arrangement that might be considerably more effective 
would be to charge a higher rate of withholding tax on dividends paid to 
non-residents by Canadian companies unless an appreciable percentage of 
the equity stock of such companies is held by Canadian investors. If for 
example the rate of withholding tax were made the same, i.e., 15 per cent, 
as that charged to all other non-residents who receive income from Canada, 
it could hardly be said to be discriminatory. The incentive of a lower rate 
could be offered to those companies which complied with the objectives we 
have listed. 
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The granting of applications for mining rights, oil leases and timber 
limits is the responsibility of the provinces under the Canadian constitution. 
With this in mind, the Commission suggests that provincial governments 
might well consider requiring foreign applicants for such rights in future 
to incorporate under Canadian laws and to take in Canadian partners. We 
suggest that the Federal Government take similar action with respect to 
the Northwest Territories and the Yukon. 


There is one area in which we feel that stronger action should be 
taken. We believe it to be most important that Canadian control be main- 
tained of our principal financial institutions — the chartered banks and 
life insurance companies which are incorporated in Canada. At the present 
time, the share of foreign ownership of the stocks of the Canadian chartered 
banks and of the life insurance companies incorporated under Canadian 
law is not particularly large. These institutions form the very core of our 
financial and business system and together they control a considerable 
proportion of the personal savings of Canadians. Moreover, it is through 
the banks that monetary policies are carried through and implemented. In 
a comparatively small country such as Canada it is desirable if monetary 
policy is to work smoothly and effectively that there should be a reason- 
ably close and preferably a somewhat informal relationship between the 
officials of the central bank, on the one hand, and the officials of the 
commercial banks on the other. Such close and personal contacts and the 
mutual confidence which they should inspire could be removed, and the 
role of the banks and insurance companies in financing economic activity 
in Canada might be adversely affected, if control of these important insti- 
tutions were in the hands of non-residents with major interests in other 
countries to consider. Such people might not have quite the same sym- 
pathetic understanding of, or interest in, the problems which from time 
to time beset the even flow of the Canadian economy. The Commission 
suggests that appropriate action be taken to prevent any substantial measure 
of control of these institutions from coming into the possession of non- 
residents. One way in which this might be accomplished would be to 
provide by statute that any shares in such institutions which in the future 
are acquired by non-residents of Canada would be ineligible to vote (we 
do not think it would be fair, however, for this restriction to be applied to 
existing non-resident holders of such shares). Alternative and perhaps 
more desirable ways of achieving the objective of keeping control in 
Canada of the chartered banks and life insurance companies which are 
incorporated in this country will no doubt occur to the officials who are 
responsible for supervising the operations of these institutions and to 
others. We believe firmly in the importance of the objective but we are 
not wedded to any particular method of achieving it. 


One criticism of our proposal that a substantial portion of the equity 
in foreign-controlled companies in Canada be sold to Canadians is that a 
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large portion of these shares would probably find their way eventually into 
the hands of non-residents, particularly Americans. American investors, 
both individual and institutional, have in the past bought Canadian equities 
on a large scale, and it is claimed that if 20 per cent or 25 per cent of the 
shares of a Canadian subsidiary company were sold in Canada it would 
not be very long before the majority of these would be held by non- 
residents rather than by Canadians. Some people think that if this should 
happen most of the advantages accruing from the policies we have sug- 
gested would be lost. With this we would agree; in our view it is important 
that an appreciable percentage of the shares of Canadian subsidiaries of 
foreign companies —- we suggest 20 per cent to 25 per cent — be held by 
Canadian nationals or by bona fide residents of Canada. Therefore, if the 
amendments to the tax laws we have suggested are approved, we would 
suggest that the proposed incentives should be applicable only if the required 
percentage of shares is actually held or beneficially owned by nationals 
or bona fide residents of this country. The issue of shares transferable only 
to Canadians or residents of Canada or shares which lose voting rights on 
transfer to non-residents would create some difficulties, but we believe these 
would be more than offset by the advantages which would accrue in the 
long run not only for Canadians but for the companies concerned. | 


Some people have suggested that there is not enough capital in Canada 
available for investment to take up all the shares that might be offered in 
this way by all Canadian subsidiaries of foreign companies doing business 
in this country. This is quite true if this should happen all at once. But the 
changes which would be wrought by the kind of measures we have been 
suggesting would take place only gradually and over a period of years. 
They are not something which would happen suddenly or over night. In 
fact a waiting period could be provided for in amendments to the tax 
laws which would defer the application of the proposed incentives for a 
year or two or even longer and thus defer the time when action need be 
taken by the companies concerned. What is needed to begin with is to 
create the kind of climate, including an emphasis in the taxing statutes and 
in official attitudes, which would encourage the changes which we con- 
template. There should be no compulsion and we would not expect the 
companies concerned to act with undue speed. The volume of Canadian 
savings available for investment has been increasing rapidly in recent 
years and we expect this trend to continue. A large part of Canadian 
savings has been invested in fixed interest obligations. As stated previously, 
we believe that non-residents should be encouraged to channel a some- 
what larger share of their investment in this country into this type of 
financing, in government and corporate bonds and in mortgages on real 
estate, and that tax provisions should not restrict the flow of foreign capital 
for these purposes in any way. If this should happen a larger share of 
Canadian savings should become available for investment in equities. 
Under these circumstances, we see no reason why Canadians should not 
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ultimately be able to find the capital which would be needed or how, in 
the process, the Canadian economy should be upset in any way. 


There would of course be many other problems and difficulties to be 
considered and overcome in connection with the various proposals we 
have made in this chapter. In some cases when the proposals were worked 
out in detail it might prove necessary to modify them to some extent or to 
provide for exceptions. For example, it might be desirable to make 
exceptions in special cases for new ventures whose sponsors considered it 
would be unwise to invite public participation because of the uncertain- 
ties involved, and also perhaps in the case of some Canadian subsidiaries 
of foreign concerns which for one reason or another might not be able, or 
should not be encouraged, to sell shares to the public. Undoubtedly there 
would be difficulties such as these, but we do not believe they would be 
insuperable. 


As we said in our Preliminary Report most people, including most 
foreign investors, are aware of the discussion which has been going on in 
Canada about the subject of foreign investment and the very real concern 
about its implications which is felt by many people in this country. Despite 
the tremendous contributions which foreign capital — and the management 
and technological skills and the access to markets that has come with it — 
has made and will continue to make to the development of our country, 
we do not believe Canadians will cease to be concerned about this matter 
unless something is done to make Canadian voices more strongly and 
effectively heard in some vitally important sectors of our economy in which 
non-residents exercise a large measure of control. In our view there are 
definite limits as to what should be done about this matter, and compulsion 
and discrimination should certainly not be countenanced. But to do nothing 
would be to acquiesce in seeing an increasing measure of control of the 
Canadian economy pass into the hands of non-residents and to run the 
risk that at some time in the future a disregard for Canadian aspirations 
will create demands for action of an extreme nature. After considering 
the problem long and carefully we have come to the conclusion that the 
best course both for Canada and for foreign investors with capital in this 
country will be for us to take action along the very moderate lines we have 
suggested. We do not believe such action would result in any appreciable 
slowing down in the rate at which foreign capital will continue to flow 
into this country. The attractions and the potentialities for profitable invest- 
ment here are too strong for that to happen. 


We do not believe that over the next quarter century Canadians them- 
selves will be able to generate enough savings to finance all the expansion 
and development which we have forecast. Thus we shall continue to be 
dependent to some degree upon importations of foreign capital. However, 
over the next twenty-five year period, this dependence upon foreign resources 
should decline at least in relative terms, although not necessarily in any 
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steady pattern. In years of very rapid expansion, we shall be relatively 
more dependent upon foreign capital than we will be in periods when we 
are not growing so quickly. We would expect that non-resident investment 
represented by retained earnings of foreign-controlled companies will 
continue to increase, and this of course is the most important factor in 
this whole question. But in an average year, twenty-five years from now, the 
actual inflow of new capital across our border should be relatively much less 
important than it is today. Nevertheless, it seems to us that the degree of 
non-resident control in certain areas of the economy will probably tend 
to increase over the foreseeable future. In all likelihood, foreign invest- 
ment will continue to be highest in the resource and manufacturing 
industries, and it will continue to be concentrated in a relatively few 
companies. 


We do believe, however, that any harmful effects and implications of 
non-resident control would be reduced substantially if the proposals we 
have made are implemented. In the future, as in the past, non-resident 
investment will have an important contribution to make to Canada’s 
growth and development as a modern industrial nation. At the same time, 
the attractions and potentialities of Canadian growth will continue to 
confer advantages on wise and conscientious foreign investors. It would be 
a good thing, therefore, for both Canadians and non-residents to remember 
that each is in a position to benefit enormously from the other if they carry 
out their mutual obligations in a moderate, responsible, and constructive 
way; and that failure to develop awareness and understanding of the other’s 
position can only lead to common loss. 
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BECAUSE OF THE great variation in topography, climate and resources 
over the breadth of our country there is a wide diversity of economic 
activity in Canada, though some regions are rather more specialized than 
others. We believe that an increasing variety of goods and services will 
be produced in Canada and that this increasing diversity will be particu- 
larly apparent in some regions heretofore more specialized than most. In 
the Prairie Provinces for example, the variety of agricultural output will 
increase, as we suggested in Chapter 8, and the recent discoveries of 
natural resources hold high promise for new extractive and manufacturing 
industries based upon them. Similarly at the geographical extremes of the 
country in British Columbia and in the Atlantic Provinces, new post- 
war discoveries of minerals have already added to the list of products 
emanating from these regions. 


All the regions of Canada have shared in the economic growth of 
the country. For the last 30 years, this fact is illustrated in Chart 19.1, 
which is taken from the study prepared for us on Some Regional Aspects 
of Canada’s Economic Development and which shows personal income 
per capita for five regions and for Canada as a whole. It will be noted that 
as compared with the late 1920’s all regions have enjoyed a considerable 
growth and no region has changed its relative position in respect of 
personal income per head, very much. While we expect all regions to share 
in the economic growth we have forecast, particular regional problems of 
economic development, it appears to us, will tend to be concentrated in the 
Atlantic Provinces and in the North. In these two regions some special 
measures of assistance may be required to facilitate their continued eco- 
nomic development. It is these two areas that we shall discuss in this 
chapter. 


The Atlantic Provinces 


About 134 million Canadians, or over 10 per cent of the total 
population, live in the Atlantic region. It is well known that the 
rate of economic progress in the three Maritime Provinces — Nova 
Scotia, New Brunswick, and Prince Edward Island — has been relatively 
slow for long periods in the past. However, in the last few decades, these 
provinces have made substantial progress. Over the past 30 years, for 
example, real income per capita in the Maritimes has increased at a some- 
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what higher rate than the average for the other provinces of Canada. 
Between 1926 (the first year for which figures are available) and 1955, 
personal income per capita in constant dollars increased by 94 per cent 
in the Maritimes. This compares with an 80 per cent improvement on the 
average in the six other provinces. Comparable statistics are not available 
for Newfoundland prior to 1949, the year she entered Confederation. 
However, per capita net incomes (including pensions and allowances as 
well as “earned” incomes) in that province increased by 20 per cent bet- 
ween 1949 and 1955 in constant dollars, which compares with an increase 
of 12.5 per cent in the same period for Canada as a whole. 


However, as shown by Chart 19.1, average incomes in this region 
have remained below the averages for the rest of Canada. In 1926, for 
example, the average income per capita in the three Maritime Provinces 
was 38 per cent below the average for the other six provinces; in 1939 
the corresponding percentage was 32 per cent; in 1946 it was 24 per 
cent; and in 1955, 33 per cent. In 1955, the average income for the 
Atlantic Provinces, including Newfoundland, was 37 per cent below the 
average for the other six provinces. This is not to suggest that comparative 
income statistics are a true reflection of differences in the real standards of 
living in different parts of Canada. Many people in the Atlantic region 
would not exchange on any terms their more peaceful way of life and the 
comparative ease and quiet that goes with it for the noise and bustle and 
the tenseness which one associates with living in large metropolitan areas 
like Montreal, Toronto and Vancouver. Furthermore, these comparative 
figures ignore notable differences in the size of families in the different 
regions; and figures for income per family can throw almost as much light 
on average levels of welfare as figures for income per head. When income 
figures are computed on a per family, rather than per capita, basis, the 
disparity between the Atlantic region and the rest of Canada is slightly 
less marked. In 1955 income per family for the Atlantic Provinces was 
31 per cent below the average for the other six provinces, compared with 
a disparity of 37 per cent on a per capita basis. Percentage distributions of 
non-farm, non-metropolitan families by income groups for the various 
regions are shown in Chart 19.1]. In 1955, average family incomes of 
people living in metropolitan centres in the three Maritime Provinces were 
only about 15 per cent below those of average family incomes of city 
dwellers in the rest of Canada. (The corresponding figure for Newfound- 
land was 25 per cent.) Similarly, the difference in average family incomes 
of people engaged in commercial farming in the Atlantic region when 
compared with average family incomes of people engaged in similar occu- 
pations in Ontario, for example, would be less than the disparity in the 
average per capita figures. The greatest differences in average incomes 
occur among rural families. People with low incomes who are engaged 
in subsistence farming combined with part-time fishing and logging exist 
in every province but they are found more commonly in the Atlantic 


403 


404 


ROYAL COMMISSION ON CANADA’S ECONCMIC PROSPECTS 


region. This is one of the main reasons for the continued lag in average 
incomes per capita in that area as compared with other parts of Canada. 


Living standards, lower in the Atlantic Provinces than they are in 
the rest of Canada, would have been lower still if it had not been for 
certain policies of the Federal Government. Federal Government transfer 
payments have played a much more significant role in the increase in 
personal income per capita in the Atlantic region than has been the case 
elsewhere in Canada. Such transfer payments account for nearly one- 
quarter of the increase in personal income per capita which has occurred 
in the three Maritime Provinces, Nova Scotia, New Brunswick, and Prince 
Edward Island since 1926. Conversely, the growth of earned income per 
capita in the Atlantic region has lagged behind the comparable growth in 
other parts of Canada. This is related to a corresponding lag in the rate 
of new capital investment in the Atlantic region. 


The more detailed figures of capital investment in the Atlantic region 
show that the lag has been particularly apparent in the productive sectors 
of the economy, notably the basic resource industries of the area. As 
shown in Table 19.1 “business investment” per capita and per member 
of the labour force in the Atlantic region for the period 1954-56 was sub- 
stantially below the average for Canada, being one-half and three-fifths 
respectively of the Canadian figure. The figure per member of the labour 
force is somewhat higher than the per capita figure because of the lower 
participation of the Atlantic population in the labour force. This lower 
participation is the result of such factors as the large proportion of the 
population of the area in the younger and older age groups. 


The lower levels of investment per worker are reflected in the lower 
levels of earned income in the Atlantic region. If the rate of capital 
investment could be increased the earned income per capita would also 
increase. 


An objective of economic policy should be to integrate and improve 
the basic economic framework of the Atlantic region, including in parti- 
cular the transportation facilities of the area with a view to facilitating and 
encouraging. economic. growth. within the. region. This is not likely to be 
accomplished by a multiplicity of unco-ordinated measures providing aid 
on an ad hoc basis. In fact, in relieving the pressure of immediate problems 
such aids may tend to prolong the life of industries and activities which 
may no longer be wholly justified in economic terms — and hence indirectly 
to stultify or undermine healthy growth in other directions. What is needed 
we believe is a bold comprehensive and co-ordinated approach to the under- 
lying problems of the region in order to make the best possible use of the 
resources of the area and to improve transportation and other basic services. 


As previously noted, one of the most striking features of the economy 
of the Atlantic Provinces is the disproportionately large number of people 
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engaged in marginal activities, subsistence farming, fishing and logging, or 
some combination of these. Such occupations are the source of the low 
incomes which seriously affect average earnings in the region. This preva- 
lence of subsistence occupations in the Atlantic Provinces is in part a 
symptom of more basic problems. Elsewhere in Canada these occupations 
are often associated with the fringe of the more highly developed and 
expanding areas. But in the Atlantic Provinces the phenomenon is more 
closely related to a lag in economic growth and directs attention to one 
of the main reasons for this lag in economic activity, namely, the relati- 
vely slow rate of new capital investment in the Atlantic Provinces. 


Table 19.1 


INDEX OF AVERAGE NEW INVESTMENT EXPENDITURES 1954-56 
(Canada = 100.0) 


British 
Atlantic Quebec Ontario Prairies Columbia Canada 
Per capita 
Primary and construction 
ANICUISITIOS \ ho eee se cetucie ee 53:3 57.5 80.6 243.3 80.7 100.0 
Manutacturing 85> 2. thease <i 89.2 137.0 61.9 154.2 100.0 
Wtilities >... ec. Ges ot ee 55.9 84.9 94.4 120:2 187.4 100.0 
Trade, finance and commercial 
BOLVICES hn cle Ne Ss 3.0 73.0 136.5 96.1 110.3 100.0 
Sub-total— 
business investment... 50.0 77.1 108.3 133.2 139.2 100.0 
WLOUSING «2 os. os Ge cS Seu ) ( 94.9 118.6 94.0 122.6 100.0 
Institutions and government 69.5 4 
departments. ios. oius. Pm 93.8 124.5 120.7 100.0 
UDHLOCAL so ace ees rset aioe 69.5 92.0 106.9 108.4 L207 100.0 
otal ncncme ees aes So 83.1 107.7 123.3 132.1 100.0 


Per member of the labour force 
Primary and construction 


INCUSUEIES SSekuee ee ee 63.4 58.2 74.0 249.4 $5i1y PANO 
Manulacturing .ss:s0 is. hed 41.9 90.3 12537. 63.4 162.6 100.0 
UUUIITICS cc ee ae a 66.5 86.0 86.6 123.2 197.7 100.0 
Trade, finance and commercial 

SCEVICeS SG Shia ee 68.7 74.0 125.3 98.6 116.3 100.0 

Sub-total— 

business investment 59.5 78.1 99.3 136.9 146.8 100.0 


Source: Based on data in R.D. Howland, Some Regional Aspects of Canada’s Economic Development, 1958, a 
study for the Commission. 


The prevalence of subsistence farming, fishing and logging in the 
region also suggests a widespread inadequate use of the land. We have 
discussed this subject in Chapter 8 in considering the future prospects 
of Canadian agriculture. We suggested that if the people and the govern- 
ment of any province are prepared to co-operate, a better system of land 
use should be worked out, including the provision of credit facilities to 
finance the consolidation of holdings and of assistance, financial or other- 
wise, to people who may wish to be relocated and established in other 
industries. We suggested in our Preliminary Report that in implementing 
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such a scheme the needs of the Atlantic Provinces might be given priority 
and that in the Atlantic region, particular attention should be directed to 
the forestry potential in the assessment of the best use of the land. This 
proposal for a better system of land use is now being studied by a Com- 
mittee of the Senate which was established for this purpose. We are hopeful 
that the deliberations of this Committee will result in recommendations 
which when implemented will bring about substantial gains in per capita 
incomes in the Atlantic region in the years to come. It will be appreciated, 
of course, that this would have to be a gradual development extending 
over a considerable period, perhaps a period of 20 to 25 years. 


One obvious and highly desirable step in the direction of increasing 
the role of new capital investment in the region is the development of 
a more adequate knowledge of the natural resources of the area. Large 
sections of Newfoundland are as yet unmapped, and although the Geolo- 
gical Survey has mapped the other three provinces of the region more 
recent techniques have outdated much of this work. Moreover, the scale 
of much of the mapping was insufficient for purposes of promoting mineral 
exploration. The early completion of the mapping of the region and a 
further programme of re-mapping designed as closely as possible to arouse 
interest in mineral development in the region is highly desirable. Further 
knowledge of the forestry, fisheries and hydro-power resources should 
also contribute to an increased interest in these industries. 


We received many representations about the inadequacies and the 
cost of transportation facilities in the region. It was claimed that the 
benefits originally obtained under the Maritime Freight Rates Act have 
been largely nullified as a result of the succession of rate increases which 
have gone into effect since the War. A system of trunk highways was said 
to be badly needed, in part at least so that highway truck competition may 
have a deterrent effect upon further rate increases by the railways. But 
it was claimed that the provinces’ share of the costs of the Trans-Canada 
Highway is beyond their financial competence. It was suggested that a 
toll road across the State of Maine—in a line between Fredericton, N.B., and 
Sherbrooke, Quebec,—which might be constructed for perhaps $15 million 
to $20 million, would reduce the highway distance from the Maritimes to 
the Montreal market by some 100 miles. An alternative proposal suggested 
to us was for the Canadian Pacific Railway to introduce a “piggy-back’’ 
service on their Montreal-McAdam route at rates which would compare 
favourably with potential truck competition. It was stated that the ferry 
services to Prince Edward Island are unsatisfactory and should be replaced 
by a causeway from Cape Jourimain, N.B. to Borden, P.E.I., which, 
according to tentative estimates, could be constructed at a cost which if 
amortized over a period of years, would bear favourable comparison with 
the present annual deficits of the ferries. It was contended that if at the 
same time the railway service on the Island were replaced by a trucking 
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service operated by the railway and the losses presently incurred were taken 
into account, this project might have even more in its favour. It was argued 
that additional port facilities are required at Saint John, Halifax and St. 
John’s, Newfoundland; that greater efforts should be made to persuade 
Canadian exporters to use these facilities; and that perhaps greater incen- 
tives should be offered to them to do so. The submissions which we received 
in Newfoundland emphasized the great change which has occurred in the 
direction of the freight traffic of that province since it joined Canada in 
1949 and complained that the present services for handling such traffic 
through Sydney and Port aux Basques have proved completely inadequate. 
One suggestion that was made for improving the situation was that a new 
steamship service should be established from Halifax to St. John’s, but no 
estimates were submitted of the costs involved or of the effects which this 
diversion of through traffic would have upon the revenues of the New- 
foundland Railway, on which substantial losses have been incurred. It 
was made clear to us that perhaps Newfoundland’s greatest single need 
was a greatly expanded system of roads in order to open up the resources 
of the province and also to establish communication between the centres 
of population and at least some of the potentially more accessible outports. 
It was suggested also that there may be a need for improved shipping 
facilities between Newfoundland and Montreal. 


It seems evident that the transportation facilities of the Atlantic region 
are in need of improvement but it was not possible for us to undertake the 
kind of detailed study of the problem necessary in order to make positive 
proposals about the most appropriate measures which should be taken in 
order to provide solutions. Quite obviously the costs of improving the 
various services should be carefully estimated and considered, and care 
should be taken to avoid the introduction of duplicate facilities with con- 
sequent increases in total expenditures. It would be unwise to spend 
large sums on the construction of highways merely for the purpose of 
forcing a reduction in railway rates by the introduction of highway truck 
competition and thus increasing the present losses of the railways. It would 
be equally unwise to insist upon the continuance of unprofitable rail 
services if, with the construction of road facilities, the present traffic could 
be handled effectively by trucks and buses. In our Preliminary Report we 
suggested that the whole question of an improved but integrated system of 
transportation in the Atlantic region should be examined carefully and in 
detail with proper consideration being given to the costs involved in pro- 
viding any new facilities and to the losses being incurred in the operation 
of existing services. We suggested also that such a study should include a 
re-examination of the present effects of the Maritime Freight Rates Act. 
A comprehensive study of transportation problems in the Atlantic region 
was initiated shortly after the publication of our Preliminary Report. The 
results of this study may have far-reaching effects and they will be anti- 
cipated with considerable interest. 
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A more extensive provision of other services should also help to attract 
private capital into the basic resources of the region. At the moment the 
provision of power looms large in the province of New Brunswick, where 
a programme of power development is related to important developments 
in mineral production and to the expansion of the forest products industry. 
It seems possible that in the future an integrated interprovincial power 
development and distribution system will be justified although this may 
require some measure of subsidy from public funds. If federal assistance 
is required in connection with any power development programme, we 
suggest that such programme be related to the needs and requirements of 
the coal industry in Nova Scotia. 


The question of the Nova Scotia coal industry requires special atten- 
tion because of the importance of the industry to the economy of the 
province and because of the considerable number of people who are depen- 
dent either directly or indirectly upon the industry for their livelihood. Costs 
of production have been high, and for many years the industry’s continued 
existence has depended largely on subsidies provided by the Federal 
Government. These subsidies have been designed primarily to promote the 
sale of Nova Scotia coal in the Montreal and eastern Ontario markets, where 
40 per cent of the output of the Nova Scotia mines is sold. For some 
time the competitive position of Nova Scotia coal in these central Canada 
markets has been deteriorating, and the markets have been retained only 
by increases in the rate of subvention. Prospects are that competition in 
this area from alternative fuels will be intensified, particularly when natural 
gas becomes available. In addition, it is estimated that when the St. 
Lawrence Seaway is completed the costs of moving competitive United 
States coal into the Montreal area will be reduced. Furthermore the out- 
lets for Nova Scotia coal in the Atlantic region itself are declining, in part 
because of the growing use of imported crude and residual oils and in 
part because of the dieselization of the railways. These market developments 
have important implications for future employment in the industry. 


With some governmental assistance the principal producers of coal in 
Nova Scotia are carrying out an extensive programme of mechanization. 
It is expected that this programme will be completed in 1960. It is estim- 
ated that the mechanization of the mines will result in a substantial increase 
in output per man-hour. This means, according to estimates contained in 
the study prepared for us on The Nova Scotia Coal Industry that if there 
were no reduction in employment an additional 2 million tons of coal 
would be produced each year. On the other hand, if production is not 
increased the services of some 4,000 of the 11,000 mine workers pre- 
sently employed will not be required. 


It is expected that the mechanization programme will lead to lower 
costs (although its effects may be offset in part at least by increased 
wages); and to the extent that it does so, the competitive position of the 
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industry will be improved. Despite this, it seems probable that if the basis 
of the present subsidy remains unchanged, the amounts paid in subsidies 
would have to be increased considerably before very long if present 
markets in the Montreal and Eastern Ontario areas are to be maintained. 
However, the most logical market for Nova Scotia coal would seem to be 
the Atlantic region. We suggest therefore that the emphasis of the present 
subsidy arrangements should be modified in order to give priority to the 
greatest possible use of Nova Scotia coal in this region. We believe that 
changes in the present subsidy arrangements should include incentives 
designed to encourage the use of Nova Scotia coal in the generation of 
thermal power in the Atlantic region. The basis of the present subsidy on 
overseas shipments might also be reviewed to advantage in view of the 
marked growth of world trade in coal. But obviously there must be some 
limit to the amount of assistance which can reasonably be given to any 
one industry, no matter how important it may be. 


There is, then, a need in the Atlantic Provinces for considerable expend- 
itures of capital on basic public facilities designed to encourage develop- 
ment of the resources of the region. These would include, but should not 
be limited to, the provision or reconstruction of adequate power and co- 
ordinated transportation services. The cost involved in providing these 
needed services, however, would seem to be beyond the financial com- 
petence of the provincial governments concerned. In view of this, we 
suggest that the Federal Government agree to contribute a substantial sum 
for capital projects in the Atlantic area to be spread over a relatively 
short period of years. The purpose would be to cover the costs of necessary 
capital investment, some or all of which would normally be the respons- 
ibility of the provincial governments. To this special contribution might be 
added during the specified period some or all of the considerable sums 
now being spent in one or other of the Atlantic Provinces each year by 
various departments of the Federal Government on such things as docks 
and wharves, transportation including ferry and coastal shipping subsidies, 
the development of marshland areas and the construction of public build- 
ings. The objective would be to co-ordinate all capital expenditures and 
subsidies in the area other than those on projects which are national in 
their scope and application such as the proposed land use classification 
scheme, the Trans-Canada Highway and assistance to people who are 
unable to make a reasonable living where they are and who wish to be 
relocated elsewhere. In this way, such capital expenditures, including the 
proposed capital grants, could be allocated in a co-ordinated manner 
designed to strengthen the basic economic structure of the area as a whole. 


The expenditure of federal funds in this way should of course be made 
and supervised by an appropriate agency of the Federal Government. With 
this in mind, we suggest that the Federal Government establish a Capital 
Projects Commission for the Atlantic Provinces, or some other appropriate 
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agency. We do not suggest that the proposed commission or agency be a 
permanent addition to the existing governmental machinery. On the 
contrary, we believe the needed facilities should be provided over a reason- 
ably short period and that the capital expenditures involved should not be 
regarded as a permanent addition to the revenues of the Atlantic area. 
Accordingly, we suggest that when the proposed commission or agency is 
established it be given a limited life and be disbanded at the expiration of 
that time. However, inasmuch as some of the capital expenditures in 
question may be self-liquidating in whole or in part, it would be necessary 
to make provision for the continued administration of projects initiated by 
the commission or other agency. 


The proposed commission or other agency, and the staff which it would 
require, should first prepare an over-all co-ordinated plan, including a list 
of priorities in connection with the proposed expenditures. Once this was 
approved by the Federal Government, the commission or agency referred 
to should be responsible for the implementation of the proposals, including 
supervision of the expenditures involved. 


If such a plan is to be successful, it would be important to secure the 
full co-operation and support of the four provincial governments con- 
cerned. They, or their advisers, should be asked to make proposals and 
to suggest priorities for capital expenditures by the proposed commission 
or other agency. Presumably, the commission or other agency would pay 
particular attention to projects that might be recommended jointly by the 
four provincial Premiers with a view to strengthening the economic fabric 
of the area as a whole. In addition, individual provincial governments 
might be expected to make recommendations to the commission or other 
agency respecting projects which might be of particular importance to their 
own provinces but which might not otherwise benefit the Atlantic area. 
Final responsibility for determining priorities, however, should rest with 
the proposed commission or other agency, subject to the approval of the 
Federal Government. 


Although it is considered likely that the most dynamic growth in the 
Atlantic Provinces will be associated with an increasing efficiency in the 
primary stages of the resource industries of the region and a continued 
extension of the processing of these products, there may be a number of 
other matters which, while of relatively lesser importance, may be handled 
in a way which would stimulate development in the area. For example, it 
is suggested that a greater measure of decentralization of government 
purchasing policies would be beneficial to local areas. This might be 
particularly true in the case of New Brunswick and Nova Scotia, where the 
defence forces have considerable establishments. Similarly, if it should 
prove possible to place a greater number of defence orders with manu- 
facturing concerns in the Atlantic region without substantially adding to 
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costs, the resulting benefits might more than justify the additional effort 
and perhaps inconvenience involved. Then too, if the railways were able 
to work out their purchasing programmes more evenly over a longer 
period, this would be of great benefit to the car manufacturing industry in 
Nova Scotia and help to stabilize employment in that area. 


The adoption of the measures which we have suggested, if vigorously 
supported by the people of the Atlantic region, would, we believe, result 
in a higher rate of economic growth in the area. However, whether or not 
such suggestions are put into force there is bound to be some dislocation 
of the labour force in the Atlantic region, from time to time, as in other 
parts of Canada, as workers transfer to more strongly developing sections 
of the regional economy. This in many instances may entail only a change 
from. one occupation to another. In other instances there may be some 
movement of workers within an individual province or within the Atlantic 
region and in some instances beyond the region. The latter movement, 
it might be noted, would not be any novelty, for over the past 30 years 
nearly a quarter of a million people have moved from the Atlantic Pro- 
vinces in search of other occupations and opportunities. There has been 
an even higher degree of mobility in the Prairie region during this period. 


We referred to this question in Chapter 8 in discussing probable 
developments in the agricultural industry. There is a measure of immobility 
throughout Canadian agriculture. The continuance of marginal activities 
relating to agriculture and in part to other affiliated operations such as 
logging and fishing, is closely associated with low incomes and even poverty. 
People in such occupations often have few skills which can be readily 
adjusted to the modern industrial society of the urban centres of Canada. 
Their reserves of cash are usually limited and in many cases the families 
of the people concerned tend to be large. In such instances we have sug- 
gested that the Federal Government provide assistance, financial or other- 
wise, not only to consolidate small holdings of land but also to assist people 
who wish to be relocated. 


We have referred to the problems of the Nova Scotia coal industry 
and in particular to the distinct possibility that the labour force of the 
industry will be reduced considerably over the next few years. We believe 
that generous assistance should be provided for the mine workers who may 
be displaced as a result of the difficulties which we foresee. Special measures 
will be needed for looking after these people and for re-establishing in 
other industries those who may be interested in such an alternative. It may 
be that such measures could be included under the broad national scheme 
we have referred to for relocating people who may wish to abandon sub- 
marginal farms and be re-established in other industries. But the problem — 
of the Nova Scotia coal miners and their families is a particularly difficult 
one which will require both a sympathetic approach and special treatment. 
We suggest that on economic grounds alone, having regard to the amount 
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of the present subsidy, there would be every justification for paying the 
full amount of the transportation costs of all the members of any families 
who may be willing to move to other parts of Nova Scotia or elsewhere 
in Canada; for assistance in the provision of housing; and for training for 
other occupations, possibly in co-operation with industry. 


To a considerable extent the dimensions of this problem of occupations 
and geographic mobility in the Atlantic region will be decided by the 
general strength of future economic development in the area. If the pace 
of investment is increased substantially and if there is a reasonable develop- 
ment of diversified occupations the process of adjustment will be much 
more readily accomplished and will be no more than is normal in Canada. 
This is highly desirable. If the pace of development, however, does not 
prove sufficient to facilitate such an adjustment easily, then those who may 
wish to re-establish themselves in other occupations elsewhere should, we 
suggest, be assisted in doing so. 


The North 


Members of the Commission had the privilege of visiting the Yukon 
and the Mackenzie District of the Northwest Territories in the late summer 
of 1955. Our first impressions were of the vastness of the area, 40 per cent 
of the whole land area of Canada, of the distances to be travelled and the 
difficulties of communication. Edmonton is the jumping off place to the 
Yukon and the Northwest Territories which we shall refer to as “the 
North’. It is 1,000 miles from Edmonton to Whitehorse, Yukon Territory, 
and another 200 miles from there to Mayo. It is 500 or 600 miles from 
Edmonton to Hay River and to Yellowknife which are located on opposite 
sides of Great Slave Lake. It is another 800 miles from Hay River to 
Aklavik at the mouth of the Mackenzie River. We visited these places 
and others in between by airplane in a matter of 10 days. But we were 
lucky not to have been delayed by bad weather. And if we had travelled in 
any other way our journey would have taken many months even in summer- 
time. In winter it would have been well nigh impossible. 


There is widespread recognition in Canada that the northern reaches 
of the country, including the northern sections of the provinces as well as 
the Yukon and Northwest Territories, constitute a new economic frontier. 
Northern Canada today and tomorrow may be what the West was in the 
earlier period of our history. It not only offers attraction to those in search 
of adventure and fortune but it has seen industry become interested in 
these areas as a long-term source of basic materials. Major developments 
such as the Kitimat plant of the Aluminum Company in northern British 
Columbia, the new pulp and paper plants in the northern parts of the 
Prairie region, and the heavy investment leading to the production of iron 
ore in the Ungava area of Quebec and Labrador, to note a few examples, 
are precursors of similar events in the future. The increasing demands for 
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the products of Canada’s forests and mines or for special hydro-power 
resources will probably lead to major developments as transportation and 
other basic investments are made throughout the northern parts of the 
country. The exact form these developments will take and the time which 
will elapse in each instance will be largely determined by the interplay of 
the forces of supply and demand. The next few decades, however, will 
transform much of this northern area of Canada. 


It is less possible, however, to be satisfied that these dynamic forces 
of growth will reach beyond the 60° parallel in sufficient strength to 
ensure the same degree of expansion in the Yukon and Northwest Terri- 
tories, which for our purposes we have defined as the North. Our hesitation 
in forecasting such a development in the near term is not based on any 
reservations about the extent of the resources of these territories. It stems 
rather from the abundance of the resources of the northern hinterlands of 
the provinces, from British Columbia to Newfoundland. Where there are 
comparable resources in these areas, earlier development may be expected 
for the very reason of their greater proximity to market outlets. Industrial 
operations in the Yukon and Northwest Territories have been largely 
limited to those situations where the exceptional quality of the resources 
have been sufficient to absorb any economic disadvantages of operating 
in the region and of long-distance transportation to commercial markets. 


In some instances other factors besides distance and transportation 
difficulties may add to the comparative advantage of more southerly 
developments. One of these is climate. It should be noted, however, that 
large areas of the Yukon and much of the District of Mackenzie are not 
subject to the extremely low temperatures that are experienced in northerly 
areas farther to the east. The average daily mean temperature throughout 
the five coldest months of the year in Whitehorse for example, is the same 
as it is in Saskatoon and Winnipeg, although the winter lasts longer in 
the Yukon than in these Prairie cities. Average winter temperatures in 
Yellowknife and elsewhere in the Mackenzie District are colder, but again 
are not as severe as those in the Districts of Franklin or Keewatin or in 
Northern Labrador. 


Much of the expansion of economic activity in the Yukon and North- 
west Territories in recent years has been based on the mineral resources 
of the region. Unlike the Klondike Gold Rush of 1896 in the Yukon which 
proved highly temporary in nature, most of these activities have expanded 
substantially over the years. The production of lead, zinc, silver and some 
cadmium in the Mayo District of the Yukon, for example, exceeded $131%2 
million in 1954 as compared with less than half a million dollars in 1947. 
Gold production in Yellowknife of the Northwest Territories has risen 
over a 15-year period from less than $2 million to some $10 million. Oil 
production at Norman Wells has fluctuated owing to the exceptional 
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requirements during the Second World War but has become an established 
industry based on a rising local demand, now amounting to some 350,000 
barrels annually. In the meantime mineral explorations in both the Yukon 
and Northwest Territories have given a measure of buoyancy to the 
economy of the region as well as further establishing its prospective 
mineral wealth. As a natural corollary of this increased -mining activity, 
there has been a growth of lumbering and farming in the North, although 
these activities have been largely restricted to local markets where the 
price structure reflects the high cost of transporting such goods into the 
region. Farming in the North can never be at all extensive, not only because 
of the inhospitable climate, but also because millions of years ago a large 
part of the Northwest Territories was denuded of its topsoil by glaciation. 
This lack of topsoil is in distinct contrast with the northern areas of the 
Soviet Union, which did not undergo the same process of glaciation. The 
fisheries of the Great Slave Lake, have given rise to some exports in the 
form of fish fillets to the United States, a development of considerable 
significance to those in the immediate area. 


Much of the more recent development in the Yukon and Northwest 
Territories has its roots in the general boom in mineral exploration and 
production in Canada. It also reflects the improvements in transportation 
and communications which developed during the Second World War and 
in subsequent years. Wartime activities led to the creation of a number 
of important roads including the Alaska Highway, which gave the Yukon 
access to northern Alberta, while the subsequent construction of the 
Mackenzie Highway provided a further link between the Great Slave Lake 
area of the Northwest Territories and the Prairie region. The wartime 
growth of airports and airstrips, and the more recent air servicing of the 
network of radar stations in the territories, has also made many areas 
much more accessible as well as providing some stimulation to the economy 
of the region. There seems to be a strong likelihood that trans-polar air 
service between Europe and the North American continent, now being 
inaugurated by four major airlines, will lead to further activity in this 
direction. This should prove profitable to such communities as Yellowknife 
and Frobisher Bay which have been selected in the first instance as landing 
points. 


The progress of economic growth in the North, then, if it has tended 
to be slow over the long period, has accelerated considerably in recent 
years and the economy has broadened its base far beyond the fur trade, 
the single staple which dominated life in the North for so many decades. 
With this growth has come a renewed expansion in the population of the 
region, although the total number of people living in the area including 
Indians and Eskimos is still less than one-fifth of one per cent of the 
population of Canada. 
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However, between 1941 and 1951 there was a considerable influx into 
the region while the indigenous Indian and Eskimo populations have also 
increased numerically. In terms of population the region is making a rapid 
recovery from the great losses which followed the collapse of the Klondike 
Gold Rush in the Yukon where population had risen to over 27,000 by 
1901, a few thousand more than the present population of the territories 
as a whole. The population of the region now is almost equally divided 
between the Indians and Eskimos and Canadians from other parts of the 
country. The Indians and Eskimos are greatly in the minority in the Yukon, 
numbering 1,533 and 30 respectively according to the 1951 census, out 
of a total of 9,096 persons. They are, however, in the majority in the 
Northwest Territories; there being 3,838 Indians and 6,822 Eskimos out 
of a total of 16,004. Over 10,000 of the total population of the Northwest 
Territories are in the District of Mackenzie where conditions are less severe 
and where economic activity is highest. The great majority of the Eskimos 
live in the more northerly and easterly Districts of Keewatin and Franklin 
where they are strongly preponderant. 


The prospects of substantial economic development in the Yukon and 
Northwest Territories in the years to come depend largely on the expansion 
of mining and the development of oil and gas. There may be some increase 
in the export of fish and forest products; but most of these other forms of 
activity, including some further production of farm products, will depend 
on the growth of mining in the North. One exception to this may be the 
growth of forestry activities in the Mackenzie valley area. 


The pace of further development in mining and in oil and gas will 
depend in part on the progress of mapping and exploration in the region. 
Much of the Territories has not yet been surveyed, although this work has 
been proceeding at a rapid rate in recent years. The wealth of. mineral 
resources already revealed suggests that other deposits of mineral may 
well be discovered as a result of further exploration which will prove suffi- 
ciently rich to offset any disadvantages of such northerly operations. It is 
recognized, however, that more general growth of mining activity will 
depend on overcoming the handicap of relative isolation from commercial 
markets and of providing more adequate and less costly transportation. It 
was suggested that as the Alaska Highway had led to considerable develop- 
ment in the Yukon, a further network of highways would do more than 
anything else to encourage further expansion in that area.” The emphasis 
in representations on behalf of the Northwest Territories was on an exten- 
sion of the railhead from Grimshaw or Waterways, Alberta to the south 
shore of the Great Slave Lake.? Such a railway, it was thought, would have 
general beneficial effects in most of the Mackenzie District of the North- 
west Territories and would lead in particular to the mining of the large 
base metal deposits held under lease by the Consolidated Mining and 
Smelting Company at Pine Point in the Hay River area. A further sug- 
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gestion was made that the extension of the Mackenzie Highway, by the 
direct benefits which this would bring to already established communities 
such as Yellowknife, would also provide the basis of extensive and sound 
development.* 


The major railway companies have announced that they are making 
detailed studies of the economics of such an extension of the railhead and 
it is to be expected that the Federal Government, in whom natural resources 
of the region are vested, will keep the subject of improved transportation 
under constant study. The form which future improvements in trans- 
portation facilities should take, the timing of such improvements and the 
costs involved will of course have to be reconciled with probable future 
demands for minerals and with the claims of other areas. 


An immediate problem relates to the precarious position of the Indian 
and Eskimo population, most of whom are still engaged in the traditional 
occupations of trapping, hunting and fishing. The resources of the region 
in this regard do not appear to be adequate to support an expanding 
population at anything like Canadian standards of living. The problem 
seems to be particularly acute with Eskimos, for the impact of modern 
industrial society on them has only recently been felt in any great degree. 
Many factors including the numerical decline in game and in fur-bearing 
animals, the introduction of synthetic furs and the vagaries of the fashion 
world, have resulted in real hardship among many of these people. Their 
health problems have also claimed more attention partly as a result of 
increased disabilities. Some of them have found satisfactory employment 
in connection with various government activities in the region including 
the defence stations and in a few instances with private industries; but such 
alternative occupations have absorbed only a relatively small fraction of 
the total. As a result, relief measures have had to be implemented on a 
fairly substantial scale even though the Indians and Eskimos have shared, 
in common with other Canadians, in the improved social welfare services, 
family allowances, social security payments to the aged, blind and disabled 
as well as improved health services, which have marked recent Federal 
Government policies. The problem of providing a satisfactory means of 
livelihood for the Indians and Eskimos in the North is a very real and 
difficult one. Relief and social security measures which may be appropriate 
elsewhere in Canada may prove to be quite unsatisfactory when applied to 
the native peoples of the North accustomed as they are to a more primitive 
way of life. 


Various Federal Government agencies have been directing efforts to 
meet these problems. The Indian Affairs Branch of the Department of 
Citizenship and Immigration in co-operation with other departments has 
attempted to introduce some stability into the traditional life and economy 
of the Indians and to supplement present means of livelihood. Among 
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other things, game conservation and management measures have been 
introduced, equipment, such as fishing nets and boats, and refrigeration 
facilities, have been provided, and aid given in the construction of houses. 
The Department of Northern Affairs and National Resources recently 
established an Eskimo Loan Fund to assist individuals, or groups in 
carrying out approved projects for the improvement of their economy. 
Stone carving and other handicraft activities are proving to be a source of 
income to Eskimos in the eastern Arctic. Boat building has been success- 
fully sponsored in other areas, while some families have been transferred 
or encouraged to move to areas where game or fur resources are more 
ample. The management of reindeer herds, introduced to the Reindeer 
Grazing Reserve near the mouth of the Mackenzie River in 1935 by 
Eskimos, is in the experimental stage, as are a number of other projects 
designed to diversify and strengthen the Eskimo economy. It is to be noted 
also that the great majority of the Eskimos who have accepted employment 
with either government departments or with mining companies have shown 
ability to adjust themselves to regular employment and have proved satis- 
factory workers. 


Programmes such as these are obviously desirable. Even greater activity 
will have to be undertaken in the near future and constant attention given 
to easing the conditions and the adjustments which will be required from 
the Indian and Eskimo populations. Such aids should be generous but 
directed to preserve the independence and self-sufficiency of our fellow 
Canadians in the far reaches of the North. 
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THE ROLE OF GOVERNMENT 


AS WE SAID in the first chapter, the interplay of supply and demand 
as expressed in the workings of a free and flexible market economy will 
make the greatest contribution to the growth and development which we 
foresee. Wide dissemination of the powers and responsibilities involved 
in making economic decisions among large numbers of people in the 
ordinary. course of their business transactions, in other words the operation 
of a free market economy, has been responsible in large measure for the 
very considerable increase in living standards in Canada over the years. 
And we believe that if the continuing developments and the future impro- 
vements in income levels which we have forecast are to be realized, this 
will be dependent upon the maintenance of the free market system in the 
future. However, as our society becomes more complex and more highly 
organized, as the transition is completed from a country that was rural 
and agricultural in its outlook to one that is mainly urban and industrial 
in its character and requirements, we may expect the responsibility of 
government at all levels, federal, provincial and municipal, for maintaining 
an economic climate favourable to development and growth to continue. 
In the future, as in the past, government action will be needed in certain 
spheres of activity to supplement the role of private initiative and enter- 
prise. But while government action may be needed to influence and guide 
the direction in which private initiative moves this does not mean that 
fundamental changes are needed in the operation of the system of the 
free market in Canada. It means, however, that in the changing conditions 
of the future, government action will be desirable in a number of different 
fields if obstacles to growth are to be avoided and difficulties are to be 
resolved. 


This view of the complementary roles of private initiative and of 
government action is, of course, as old as Canada itself. There were 
compelling economic considerations as well as political reasons which 
led to the federation of the separate colonies in 1867.1 Shortly afterwards 
British Columbia and Prince Edward Island were induced to enter Confe- 
deration mainly by the promise that they would be provided with trans- 
portation facilities. And Newfoundland received many financial and eco- 
nomic benefits by joining Canada in 1949. This is not to suggest that the 
political framework into which the several provinces came together was 
a logical entity in terms of either geography or economics. However, the 
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great majority of Canadians have wanted to remain separate and inde- 
pendent from the United States and have been willing to pay a price 
for doing so. And despite certain natural disadvantages we have become 
one of the most prosperous nations of the world. But from the very begin- 
ning it has been necessary for Canadian governments, of whatever political 
party they may have been composed, to adopt an active role in economic 
affairs sometimes in order to stimulate private initiative and sometimes 
to undertake projects which were of little interest to, or were beyond 
the scope of, private enterprise. Huge grants and subsidies had to be 
paid for the construction of the railways which were a condition of Confe- 
deration. Public moneys have been expended on canals and other public 
works since the earliest days and are still being spent in this way. Shortly 
after Confederation, the “National Policy” of tariff protection was establish- 
ed to assist the development of a domestic manufacturing industry and 
a system of land grants was inaugurated to open up the West. Attempts 
have been made to assist the Maritime Provinces by changes and adjust- 
ments in the railway freight rate structure in that area. Freight rates on 
grain moving from the Prairies have not been increased since 1898 in 
accordance with the Crow’s Nest Pass Agreement. Governments have not 
hesitated to assist the agricultural and fishing interests as occasion has 
demanded. And in the early days of the century immigration was encouraged 
on a very large scale indeed. 


In more recent times and particularly since the War, the government 
has become increasingly concerned about the importance of maintaining, 
on the one hand, a high level of employment throughout the country and 
of controlling inflation, on the other. This twin objective has become and 
is likely to remain the principal preoccupation of the senior level of 
government in Canada in the field of domestic policy as it is in other 
countries, including the United States and the United Kingdom. : 


This report upon the studies we have made of Canada’s economic 
prospects over the next quarter century is concerned primarily with long- 
term trends and the policies which can promote growth and development 
over a long period of years rather than with short-term fluctuations in 
the level of economic activity. But the forecasts we have made of Can- 
ada’s economic prospects are possible of attainment only if there is no 
prolonged period of mass unemployment and only if inflation does not 
get out of hand. These are important reservations. If there is mass unem- 
ployment or if there is serious inflation, our forecasts are not likely to be 
realized. And quite apart from this, the upheavals and the misery which 
would result from such unemployment or inflation would probably bring 


in train some basic changes in the structure of our social and economic 
life. 


These two objectives of governmental policy, encouragement and pro- 
motion of steady growth and development over the long term and the 
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ironing out of peaks and valleys in the level of cyclical economic activity 
during short-term periods are not mutually exclusive. If long-term develop- 
ment policies are to be successful, a high level of employment will have 
to be maintained. If large numbers of people are unemployed for an 
extended period, growth and development would be suspended. It follows, 
therefore, that measures taken to promote a high level of employment or 
to avoid inflation, which if left unchecked may end up in depression, are 
consistent with, and are a necessary ancillary to, other policies designed 
to promote growth and development more directly. It is for these reasons 
that we think it appropriate to include in this report a brief review of 
the problems involved in maintaining economic stability in Canada over 
the short term. This we shall do in the first part of this final chapter. 


Maintaining Economic Stability 


Before we begin to speak about unemployment, it may be well to 
define our terms. “Cyclical unemployment”, the kind we experienced on 
a massive scale in the ’30’s, is what we are most concerned about. The 
objective of governments is to even out or at least to moderate the 
peaks and valleys of the business cycle; to restrain the level of economic 
activity to some extent in periods of boom and to stimulate activity in 
times of recession or depression. In this way it is hoped that inflation will 
be avoided in periods of great activity and expansion and that deep 
“cyclical unemployment” will be avoided in periods of adjustment and 
recession. 


In a free and dynamic economy in which people are entitled to 
change their occupations as they choose and to move from place to place 
and in which there are continually changing products, methods and con- 
sumer demands, there will always be those who are out of work at any 
given time. This cannot be avoided. It helps to keep the economy flexible 
and it enables people to seek better opportunities in other occupations 
or in different places. This we shall refer to as “frictional unemployment”. 
If there were no “frictional unemployment”, if 100 per cent of the working 
force were fully occupied all the time, which of course is a theoretical 
and not a practicable proposition, the inflationary pressures which would 
be created would be uncontrollable. The question to be answered, however, 
is where does “frictional unemployment” end and “cyclical unemployment” 
begin? Or, to put it another way, what is the maximum percentage of the 
total working force which should be idle or in process of changing jobs when 
we say that the Canadian economy has full employment in a practical sense? 
In our computations of the probable growth of the Gross National Product 
we have used a rate of 3 per cent for “frictional unemployment”, the 
average rate of unemployment for the years 1951 to 1955. This includes 
provision for “seasonal unemployment” and for those people who are 
unemployable for one reason or another. Many people will think that we 
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shall continue to be threatened with serious inflation if on the average 
only 3 per cent of the total working force are frictionally unemployed; 
especially so as this average figure includes “seasonal unemployment”, 
which because of our climate is bound to be higher in Canada than in 
some other countries. It is possible that such fears may be justified. Pro- 
fessor Neil H. Jacoby, a former member of President Eisenhower’s Council 
of Economic Advisers, has stated that “the consensus of American eco- 
nomists is that the United States economy has full employment in a practical 
sense when 96 per cent of the working force has jobs and about 4 per cent 
are in process of changing jobs. (Many believe that the ratios are closer 
to 95 per cent and 5 per cent.)’? 


This question of the tolerable level of “frictional unemployment” in 
Canada requires a great deal more thought and study before there is 
likely to be any general agreement on the subject. And until there is 
some measure of agreement about it, at least in professional circles, the 
task of government in trying to avoid cyclical unemployment on the one 
hand and inflation on the other will be that much more difficult and 
uncertain. 


We have mentioned “seasonal unemployment” which to some degree, 
as every Canadian knows, has always been endemic in our economy. This 
will continue to be the case in all probability but we would hope on a 
relatively decreasing scale. In recent years quite a bit of progress has 
been made in so planning construction jobs that they can be continued 
through the winter months. As we suggested in the chapter on secondary 
manufacturing, we believe there is scope for a greater degree of co-operation 
in the field of long-term planning between the purchasing departments of 
governments at all levels, the railways, the other large public utilities and 
other important buyers and their various suppliers. This also might help 
to mitigate to some extent the impact of “seasonal unemployment”. But 
that there will always be some “seasonal unemployment” in Canada is 
one of the facts of geography and of climate that we shall have to be 
prepared to put up with. 


From time to time there may be unemployment or underemployment 
in certain areas or regions despite the fact that generally speaking the 
level of economic activity is high in Canada and that according to the 
statistics there may appear to be a condition of more or less full employ- 
ment taking the country as a whole. This we shall refer to as “regional 
unemployment”. It usually arises when there is slack demand for the - 
products of an industry or industries concentrated in an area or region 
of limited diversity of economic opportunities. In a region with little diver- 
sity of activity, members of the working force affected by a decline in the 
demand for their services in one employment may not have alternative 
opportunities open to them. Employment in some small towns may be 
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dependent on the operations of local factories, e.g., textiles or furniture. 
If these industries are depressed and their operations curtailed as a result, 
despite a high level of business activity in the country as a whole, this 
may bring about a condition of “regional unemployment” in the more 
local sense. The prevention of, or the correction for, such instances of 
“regional unemployment” may not be easy to accomplish without intro- 
ducing restrictions and rigidities into the picture which, if resorted to too 
freely, would soon distort the flexible workings of the whole economic 
structure. In some cases, however, some compromises with perfection will 
be called for, at least in the short term, and during periods of transition 
made necessary perhaps by technological or other changes. 


A number of new instruments have been developed in recent years 
and are available for use by governments in attempting to achieve the 
twin objective of a high level of employment while avoiding inflation. 
These include progressive personal income taxes, unemployment insurance 
and social security payments such as family allowances and old age 
pensions. While the tax on corporation incomes is not progressive in its 
structure (except that the first $20,000 of income is taxed at a lower 
rate), governments can influence the timing and the rate of industrial 
expansion to some extent by making adjustments in the allowances granted 
for depreciation and depletion and by such incentives as the three-year 
exemption from taxation on the profits of new mines. In addition, the 
Bank of Canada, which was established only as recently as 20 years ago, 
can bring great influence to bear upon the rate of economic activity by 
judicious changes in monetary policy. 


This new and very important preoccupation with the problem of 
ensuring a high level of employment and at the same time avoiding 
inflation has resulted in a changed approach to government budgeting. 
Projected changes in taxes, for example, may now be considered primarily 
from the standpoint of their probable effect upon economic activity and 
only secondarily as to their impact on government revenues. In times 
of expansion, when inflationary pressures are evident, governments should 
budget for surpluses; in periods of recession, governments should be pre- 
pared to reduce taxes and budget for deficits. But the trouble with this 
theory of cyclical budgeting is that the man in the street may not fully 
understand it; more importantly, whether or not he understands the 
theory, he may not like it. The average man, being a somewhat contrary 
individual, may resent being called upon to pay relatively high taxes even 
in good times. And under our democratic system, no government for 
long can run counter to the wishes or the prejudices of the average man 
if it is to remain in power. The problem of reconciling this elementary fact 
of political life with sound economic theory will not be easily resolved. 
We do not mean to suggest by this that the principle of cyclical budgeting 
should be abandoned. On the contrary, we believe it to be of the greatest 
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importance. We raise the question, however, because we believe this is 
one of the problems to be overcome if, in the future, governments are to 
be successful in their attempts to ensure a high level of employment 
throughout the country without a rise in the level of prices. 


While we do not wish to underestimate the difficulties which were 
referred to briefly in the preceding paragraph, it may help to get this 
problem of public acceptance of cyclical budgeting into better perspective 
if we review in somewhat more detail the progress which has been made 
in recent years in devising means for combatting unemployment and for 
containing inflation. At the same time, the shortcomings and weaknesses 
of these new measures should not be lost sight of. The Great Depression 
of the ’30’s made a lasting impression particularly on those Canadians 
who were of working age and responsible for the maintenance of them- 
selves and their families at that time. (This, incidentally, may not include 
many people who are now under 45 or even 50 years of age.) Understand- 
ably, this meant that both prior to the War and particularly during its 
later stages, those who held positions of responsibility and authority 
were greatly concerned about the possibilities, at the completion of hosti- 
lities, of another period of mass unemployment with all the waste and 
misery and degradation which this would entail. Various measures were 
introduced which would tend to mitigate to some extent the evil effects 
of such a calamity. Three of these measures which are sometimes called 
“built-in stabilizers” and which we have referred to previously are the 
unemployment insurance plan and such social security payments as the 
family allowance and old age pension schemes. The objective of unemploy- 
ment insurance is self-evident. Funds are set aside in good times which 
are available to be paid out during limited periods of unemployment and 
thus to cushion the shock of reduced incomes. Payments under the family 
allowance and old age pension schemes while desirable in any case from 
the point of view of social security would have the added advantage of 
providing people with some minimum income in depressed as well as in 
prosperous periods. The progressive tax on personal incomes has somewhat 
the same effect when times are poor: in times of high incomes a greater 
proportion of total income is drawn off in taxes; but when incomes fall, 
the amount payable in personal income tax falls more than proportionately 
and this tends to cushion the effect. 


The government is in a position to influence the rate of economic 
activity to an appreciable extent by adjustments in the way in which 
corporate incomes are taxed. For example, in the years following the 
War, generous incentives were given to the mining and oil and gas indus- 
tries which undoubtedly stimulated the activity which has occurred in 
these fields. Another way in which the timing of industrial expansion 
has been slowed or accelerated has been by reducing or increasing the 
allowances for depreciation and depletion on new capital expenditures. 
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But there are two main weaknesses or limitations in this connection which 
should be mentioned. In the first place, an appreciable time lag is bound 
to occur between the date of the announcement of any such changes in 
the tax arrangements and the time when the effects of such changes 
become manifest through changes in corporate policies. In the second 
place, there may be some understandable reluctance on the part of those 
in authority to withdraw tax incentives to particular industries until well 


after they have accomplished the purpose for which they were introduced 
originally. ; 


If a serious degree of unemployment is threatened, governments can 
and unquestionably will be expected to do what they can to stimulate 
economic activity by reducing the level of taxes and by increasing expend- 
itures. This, of course, means that governments can and should embark 
upon a policy of deficit financing if this is thought to be necessary in order 
to provide a stimulus to the economy and thus, if it is effective, to reduce 
unemployment. It may be noted in passing that the man in the street is 
not likely to be nearly as critical of the workings of this part of the theory 
of cyclical budgeting, reducing taxes and budgeting for deficits, as he is 
when the times call for budget surpluses and the maintenance of high tax 
rates. 


We do not mean to suggest that governments are now in a position 
to prevent unemployment merely by the process of reducing taxes and 
increasing their expenditures. Tax changes cannot be made lightly, firstly, 
because levels of taxation represent compromises between the interests 
of the various groups in the community and, secondly, because in a demo- 
cracy once a tax is reduced it is very difficult to get it increased again 
except in the case of dire emergency. It may be even more difficult to 
increase expenditures on public works quickly enough to bring any ap- 
preciable immediate relief if the degree of unemployment is at all severe. 
To begin with, there would need to be some consensus among governments 
at the federal, provincial and municipal levels if expenditures on such 
public works as highways, roads and streets, hospitals, schools and univer- 
sities, municipal redevelopment schemes, public buildings, railway exten- 
sions and the like were to be introduced quickly enough to be worth while. 
No doubt an agreement among the different levels of government could 
be worked out reasonably quickly if the degree of unemployment was 
serious enough and if there was not too much quibbling about which 
government was to put up the funds. But it must be remembered that 
the planning and preliminary engineering of such public works as have 
been mentioned may take many months or even years. The actual work 
on the contemplated projects cannot be started until the preliminary plan- 
ning is completed. Under such depressed conditions as we have been 
speaking about, it would be possible for the government to try to stimulate 
housing development by appropriate amendments to the National Housing 
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Act. But in any prolonged period of unemployment, it is probable that 
the rate of family formations would be reduced. This would have some 
bearing upon the demand for housing so that the government’s efforts 
in this direction would not be likely to be fully effective. 


The fact of the matter is that the problem of preventing unemployment 
or of correcting a condition of unemployment once it occurs has not been 
fully solved. There are things which governments can do under such 
conditions and if they are done at the right time and with sufficient vigour 
and forthrightness, we may be hopeful, perhaps cautiously optimistic would 
be a better way to put it, that they will be successful, depending upon the 
circumstances at the time and particularly upon conditions and circums- 
tances in the United States. But the business of influencing the level of 
economic activity in a country is a new art which is relatively untried. And 
there is nothing certain or foolproof about it. 


The whole matter is further complicated by the very important part 
which public confidence has to play. If businessmen and investors are 
confident and optimistic, it should not be hard for governments to encourage 
expansion of economic activity. On the contrary, it may be difficult for 
governments to hold things in reasonable check in order to avoid inflation 
and to prevent the creation and development of over-capacity of productive 
facilities. If, on the other hand, businessmen and investors lack confidence 
it will be extremely difficult for governments to persuade them to take 
chances and to expand their operations. This difficulty is particularly 
pertinent in Canada because of our close proximity and our sensitivity to 
economic conditions and to the climate of business opinion in the United 
States. If there should be a lack of public confidence in the United States 
and if the level of economic activity in that country should fall off as a 
result, its effects will assuredly be transmitted to Canada. 


No one is in a position to say with assurance whether or not there 
will be periods of “cyclical unemployment” on a serious scale during the 
next twenty-five years. If there should be a serious depression in the United 
States during this period, its effects undoubtedly would spread to Canada 
as we have said and the problem of counteracting them will be difficult 
indeed. We are hopeful that there will not be a deep depression or serious 
unemployment in the United States or in Canada and all our forecasts are 
based upon this premise. But we are not unmindful of the fact that as 
recently as three years ago, there was a worrying amount of unemployment 
in Canada. It is true that it was somewhat spotty in its application but it 
was substantial nonetheless especially in some parts of Ontario and Quebec. 
This may happen again at any time and it will be surprising if it does 
not happen from time to time during the next twenty-five year period. In 
such event, the objective of governments should be to take whatever 
remedial action may be considered appropriate quickly enough to prevent 
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unemployment from spreading without being stampeded into action which 
could lead to inflation. This will not be easy. 


There will be some “frictional unemployment” at all times if we are 
to avoid inflation and if the free market system is to function. If the per- 
centage of the working force which is frictionally unemployed tends to 
approach the maximum which may be considered tolerable, governments 
should begin to take action along one or more of the lines we have been 
discussing. We would expect also that governments in the future as they 
have in the past will think it proper to ease conditions of “regional unem- 
ployment” in areas where for one reason or another the principal industries 
are depressed. Subsidies to the gold mines and to the coal mining industry 
are cases in point. The assistance which these industries have received 
has permitted them to reduce their activities, including the numbers of 
their employees, gradually and over an extended period of time. In this 
way the employees involved have been given time to obtain employment 
in other occupations and the unhappy and disrupting effects of sudden 
“regional unemployment” on a large scale have been reduced. Undoubtedly 
there will be occasions when there is “regional unemployment’ in some 
parts of Canada despite a condition of general prosperity and of infla- 
tionary pressures in the country as a whole. The measures which it may 
be necessary for governments to take in such cases, while tending to 
alleviate the particular problem, may well tend to aggravate the more 
general problem of inflation. It will not be easy to resolve such contra- 
dictory pressures. 


Many people believe that the problem of maintaining a stable level 
of prices in the future will be even more difficult than preventing unemploy- 
ment and that the dangers of inflation will be in our minds much of the 
time over the next quarter century. As we said in our opening chapter, 
there will be plenty of ways to spend our increasing wealth. But there will 
be competing claims on our resources and at any one time some of them 
may have to be deferred. To do otherwise will be, if not to court disaster, 
at least to run the serious risk of inflation which if uncontrolled can lead 
to recession or depression. This was stated in somewhat different words 
by the Governor of the Bank of Canada in his annual report to the Minister 
of Finance for the year 1956: 


“The object of economic policy in the world today is to promote 
high levels of economic activity and employment with stability of 
prices — to facilitate economic growth at the highest rate that 
can be sustained for years at a time without endangering the stabi- 
lity of the currency or the cost of living. A hectic attempt to expand 
too fast is inconsistent with these objectives, and is also self- 
defeating. In addition to promoting inflation, it is bound to create 
excesses and distortions, overcapacity in some fields and deficiencies 
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in others, and to end in a recession or depression which brings 
expansion for a time to an end. The greater the excess of attempt- 
ed expansion over that reasonably attainable, the sooner will the 
recession arrive and the worse will be its rigors and difficulties of 
adjustment.’”? 


Inflation is not something that can be treated lightly or complacently. 
So-called “creeping inflation” of, say, 2 per cent or 3 per cent per 
year would mean a doubling of prices in 35 or 23 years if it continued to 
creep at the same rate for that long a period. But probably well before 
that time the rate of inflation would have developed into a walk or even 
a run with the inevitable results which have been mentioned. In the interim 
the public might lose its faith in the continuing value of the currency and 
serious stresses and distortions would be created in the Canadian economy. 


It may be remarked in passing that a high rate of saving will continue 
to be needed if the Canadian economy is to go on growing and developing; 
this would be less likely to occur if there should be any serious loss of 
faith in the continuing value of the currency. “Inflation forcibly restricts 
consumption by exacting the greatest sacrifice from those least able to 
bear it. It sets up many social and economic stresses, and it feeds on itself 
— the so-called spiral of inflation of prices and costs.”* The people who 
get hit the hardest in a period of rising prices are pensioners, people who 
have retired and others with fixed incomes, the so-called white collar class 
whose salaries are relatively inflexible and particularly those who are not 
organized in trade union groups. Over the short term, organized wage 
earners may fare better than other groups; but if the inflation gets out of 
hand and leads to a recession or depression with its resulting unemployment, 
they will suffer in the long run along with all the others. 


A lot is said these days about the inflationary pressures created by the 
so-called wage-price spiral. It seems probable that we shall be confronted 
with this phenomenon for many years to come and it may be appropriate 
to say a few words about it at this point. Because of improved technology, 
greater use of machinery and “automation” productivity in some industries 
is rising at a fast rate, much faster than the average increase in the rate of 
productivity for the nation as a whole. Not unnaturally the workers in these 
industries and their union leaders expect to share in the benefits from the 
increased productivity and therefore they demand increases in their wages. 
The increases which are granted may or may not exceed the reductions in 
costs resulting from the increased productivity. If they do not exceed such 
cost reductions, no harm may be done insofar as the particular industries 
are concerned (although reductions in the prices for the products of these 
industries which might otherwise have been possible will not be able 
to be made). However; a wage scale will have been established in these 
industries at a higher level than it was at before and higher than the 
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scales prevailing in other industries. Seeing what has happened, the workers 
in such other industries demand that their wages be increased too even though 
the increase in productivity in their industries may be much smaller or 
even negligible. If they are strong enough their demands will be met and 
the prices for the products of such other industries will then have to be 
raised in order to meet the increased costs. In periods of full employment 
and with an increasing percentage of the working force employed in the 
service industries where gains in productivity are not likely to rise very 
rapidly, this can produce the so-called wage-price spiral of inflation. 


There is no simple answer to this problem. Some people say that in 
industries where the rate of increased productivity is high, workers and 
their union leaders should exercise restraint in making wage demands. 
But to expect any highly organized group in our society to exercise restraint 
for long where their self-interests are concerned may prove to be a pious 
hope that is not likely to be substantiated by experience; workers in these 
favoured industries may fail to see why they should exercise restraint unless 
they can be assured that all other groups in our society will do the same. 
Other people say that managements should stand firm and should refuse 
to grant increased wage demands if this will lead to increased prices. But 
managements are paid to keep their companies going and to earn a profit. 
This is and must continue to be their principal preoccupation, although, 
like all responsible members of the community, including organized labour, 
they should not be unmindful of other and broader considerations of the 
public interest. One thing seems certain. We shall not find the answer 
to the problem of inflation by blaming one or other of the many groups 
and classes that together comprise what we refer to as the free market 
economy. This is one problem where the solution, if there is one, must lie 
within the area of government policy and action including leadership and 
continuing education in these matters. 


The most pervasive, impersonal and effective way of combatting inflation 
is through monetary policy designed to raise interest rates or to reduce 
the amount of money and credit available or to do both of these things. 
This is the direct responsibility of the Bank of Canada, which was esta- 
blished according to the preamble of its Act of Incorporation for the follow- 
ing purposes: 


“Whereas it is desirable to establish a central bank in Canada to 
regulate credit and currency in the best interests of the economic 
life of the nation, to control and protect the external value of the 
national monetary unit and to mitigate by its influence fluctuations 
in the general level of production, trade, prices and employment, 
so far as may be possible within the scope of monetary action, and 
generally to promote the economic and financial welfare of the 
Domintonfeliheretores et. 238 aie eeies indie gh 
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Monetary action initiated by the Bank of Canada can be very effective 
within considerable limits in influencing the level of economic activity 
throughout the country. It can be particularly effective when the times 
call for restraint in view of rising pressures of an inflationary character. 
But monetary action by itself should not be expected to do the whole 
job of controlling a substantial and persistent rise in prices. If it appears 
at any time that inflation seems to be getting out of hand, then monetary 
policy will need to be supported by policy changes in other fields, i.e., 
by fiscal measures and by the reduction of government expenditures which 
we shall refer to later. The need for monetary policy to be integrated with, 
and supported by, other measures may be all the more true in Canada, 
where monetary policy has to contend with a number of special conditions 
and considerations and thus is subject to some special limitations. 


As we have pointed out before, many of our most dynamic and expand- 
ing industries are dominated by Canadian subsidiaries which are controlled 
by parent companies in the United States and other countries. The develop- 
ment programmes of these Canadian subsidiaries may be influenced only 
indirectly, if at all, by the workings of Canadian monetary policy. Their 
capital requirements may be supplied either by their foreign parent com- 
panies or by the ploughing back of their own earnings and deferring the 
payment of dividends to their parents. This gives these companies a 
decided advantage over their domestic competitors in Canada who must 
look to the security markets and to the commercial banks to meet their 
needs for capital. The competitive disadvantage of such domestic. Can- 
adian companies vis-a-vis Canadian subsidiaries of foreign concerns will 
be made more difficult by a severely restrictive monetary policy. Further- 
more, if despite the operations of a restrictive monetary policy, capital 
developments in certain industries can be proceeded with more or less 
with impunity (including developments by Canadian subsidiaries of foreign 
concerns), they will tend to draw resources away from other sectors of 
the economy where development may be equally, if not more urgently, 
required. This is another reason why a restrictive monetary policy in 
Canada‘ cannot be pushed too far. To do so might distort the situation 
and hold back development in such other sectors of the economy to a 
greater extent than may be thought desirable in the interests of an even 
growth. : 


Still another consideration which cannot be overlooked by our central 
bank authorities is that while monetary action can be an extremely effective 
and persuasive instrument for restraining a dangerously rapid rate of eco- 
nomic activity, it is nevertheless a somewhat blunt one. With the best 
will in the world on the part of all concerned, the effects of a restrictive 
monetary policy cannot be distributed evenly over all sections and classes 
in the country. The activities of the weaker credit risks, who are more 
likely to be the smaller businessmen, are apt to be restricted to a greater 
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extent than those of larger concerns, including Canadian subsidiaries of 
foreign companies, which may be less dependent upon the security markets 
and upon bank credit. This has the further complication that the effects 
of a restrictive monetary policy may fall more heavily on those sections 
and regions of the country where a greater proportion of the business is 
conducted by smaller concerns than is the case in others. Monetary action 
cannot play favourites and it cannot discriminate between different classes 
of borrowers. As we have said, one of its great advantages is that it is 
impersonal in its application. In Canada, however, there may be times 
when it would be desirable if possible to promote economic activity in 
some parts of the economy while everything points to restraining the rate 
of activity in general. This is beyond the scope of monetary action. But 
it is a consideration nonetheless which places some limitation upon the 
extent to which monetary policy should be expected to operate by itself 
and without help. 


There is also the question as to how far monetary policy in Canada 
may differ from monetary policy in the United States for any extended 
period. If, as a result of restrictive monetary policy, interest rates in Can- 
ada get too far out of line with those in the United States, some Canadian 
borrowers, including some Canadian municipalities, may turn to the United 
States market for the funds which they require. The very close and intimate 
relationships which exist between the economies of the two countries have 
been discussed in Chapter 3 and in the separate study, Canada — United 
States Economic Relations. Whether in these circumstances it would be 
possible for us for long to pursue an entirely different course in our 
monetary policy from that which is being followed in the United States is 
an open question. Our monetary policy has differed from that of the United 
States on occasion both in the matter of timing and in the degree and 
emphasis which it has placed on restraining or encouraging economic 
activity from time to time. It has never followed an entirely opposite and 
different course, however, for any extended period and we are inclined 
to think it would be very difficult for this to be done effectively. So far, 
however, there has been no call for this. Economic conditions in Canada 
and the United States have not differed very greatly and as a result more 
or less similar monetary policies have been appropriate in both countries. 


There is one other special situation with which the operation of mone- 
tary policy has to contend in Canada which we should refer to very briefly. 
The working of monetary action may be hampered in its application and 
effectiveness to some extent by the lack of control over the operations of 
instalment finance companies which play such an important role in modern 
merchandising, and of small loan companies. The policies of these con- 
cerns in times of inflationary pressures may be directly opposite to those 
which the central bank is trying to promote through the operations of the 
commercial banks. In the past, in times of emergency when inflationary 
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pressures were very severe, the operations of instalment finance companies 
have been subjected to direct controls; minimum down-payments and 
maximum periods for the repayment of instalment credit contracts have 
been established. Such direct controls would, of course, require action by 
Parliament. 


Another type of direct control which could be used if necessary would 
be the screening of certain types of borrowing or financing, with some 
categories of borrowers exempt and all borrowers exempt under a certain 
size. Limiting the amount of certain categories of borrowing in this way 
could reduce inflationary pressures and at the same time make it somewhat 
easier for those to borrow who were not affected by the control. However, 
such a policy would require that some governmental body exercise. dis- 
cretion in adjudicating the claims of competing borrowers in order to 
achieve a different result from that produced by the’impersonal processes 
of the market. 


We do not propose to discuss the workings of the more all-embracing 
schemes of price and wage controls and rationing which can only be justified 
in periods of extreme emergency. These require a large administrative 
staff and a high degree of compliance and co-operation from business 
and consumers. Such schemes should not in our view be regarded as 
proper or practicable methods for restraining the kind of inflationary pres- 
sures which are likely to arise in times of peace. 


As we have already stated, monetary action by itself should not be 
expected to do the whole job of controlling inflation if it is persistent and 
substantial in its proportions. It is here that monetary policy should be 
joined and co-ordinated with fiscal policy, particularly with tax policy and 
with debt policy. One major difficulty in using tax policy as an instrument 
in combatting inflation is that changes in taxes are not usually made more 
often than once a year at the time of the annual budget. Furthermore, tax 
changes, some of which for administrative reasons may not become effective 
immediately, must be based on forecasts of the economic outlook made 
weeks or months earlier and for the 12 months ahead. Under such condi- 
tions it is difficult to keep fiscal policy very closely or precisely in tune 
with constantly changing economic conditions. In addition, as we men- 
tioned earlier, there is a considerable lag between the announcement of 
tax changes and the time when the effects of such changes begin to make 
themselves apparent. And quite apart from this, there is a natural and 
proper reluctance on the part of those in authority to tinker too much with 
the tax structure or to make changes indiscriminately. Monetary policy 
on the other hand is much more flexible because changes can be made 
frequently and at any time and the impact of such changes is felt im- 
mediately. 
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Some of the difficulties referred to of using tax policy to complement 
action in the monetary field were well summarized in a paper to the Amer- 
ican Economic Association by Professor J. J. Deutsch, who for several 


years was Assistant Deputy Minister of Finance and Secretary to the 
Treasury Board: 


“The fiscal instrument has further disadvantages because it is not 
sufficiently flexible and because opportunities for changes tend to 
be governed quite strongly by the timetable of democratic pro- 
cesses. The timetable regarding parliamentary sessions and elections 
may or may not coincide with developments in the economic scene. 
Likewise, the expenditure side of the budget is subject to the 
influence of external events and social forces which at any parti- 
cular time may dominate the budgetary situation. On the other 
hand, the very large budgetary surpluses which may be neces- 
sary for an effective counter to inflation undoubtedly weaken the 
traditional parliamentary procedures for the maintenance of eco- 
nomy in the operations and functions of government. In brief, fiscal 
measures in most countries are more directly and more immediately 
related to the ‘stuff’ of politics, than is monetary policy.’ 


Despite these difficulties and reservations, it may be necessary in the 
future to make greater use of fiscal policy as a complement to and in co- 
operation with monetary policy if a serious threat of inflation should arise 
and should persist. There is no really fundamental reason for example why 
budgets should not be introduced more often than once a year and in fact 
this has been done on a number of occasions. But whatever the difficulties 
may be, the fact remains that fiscal and monetary policies should be used 
in concert rather than separately when the occasion so demands. 


In periods of strong inflationary pressures, debt policy as well as fiscal 
policy should be reconciled and co-ordinated with monetary policy. In 
such periods, as we have said, governments should budget for surpluses. 
But the surpluses obtained should not necessarily be used to reduce govern- 
ment debt. If members of the public are induced to sell their government 
bonds, the supply of cash in the public’s hands will be increased. And this 
may be contrary to the purpose of budgeting for surpluses in times when 
the rate of economic activity is very high and inflationary pressures are 
severe. If the government reduces its own bank balances to buy bonds 
from the public it may itself be adding to such pressures. This matter is 
referred to in more detail in Financing of Economic Activity in Canada. 


In the chapter on secondary manufacturing we suggested that this 
sector of the economy could be encouraged and the industries in question 
made more efficient if they were allowed greater freedom in amortizing 
their capital expenditures on new machinery, equipment and factory build- 
ings. But clearly this suggestion should not be implemented at a time 
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when the central bankers are trying through the operations of monetary 
policy to restrain the rate of economic activity. 


On the other hand, if inflationary pressures should become severe as 
a result in part of rapid expansion by the resource industries a case could 
be made for the cancellation insofar as new developments were concerned 
perhaps only temporarily, of the special tax incentives which such industries 
enjoy. An even stronger case should be made for such a change if it were 
believed that these industries, because of rapid expansion, were approach- 
ing a stage where there might be some excess capacity of their productive 
facilities. 


Similarly an appropriate time to introduce the various suggestions we 
have made for moderating the influence which Canadian subsidiaries of 
foreign concerns have upon the economic life of this country would be 
during a period of strong inflationary pressures. Under such conditions, 
if the measures suggested resulted in even a slight and temporary slowing 
down in the inflow of foreign capital and of the expansion it brings forth, 
the effect would be beneficial. 


As we have said before, we believe that preventing unemployment 
and avoiding inflation will be the major problem for our governments in 
the field of domestic policy in the future. When we say this we mean, of 
course, that preventing any substantial degree of unemployment and avoid- 
ing any appreciable measure of inflation will be the major problem for the 
Federal Government and its prime responsibility in the domestic field. If 
the power and influence of the federal authority should be seriously 
weakened through a series of extended conflicts with the provinces or as 
a result of voluntary abdication of responsibility by the Federal Government 
the results in the long run might prove to be very serious indeed. Respons- 
ibility for preventing any substantial unemployment and for controlling 
inflation cannot successfully be distributed among ten provincial parlia- 
ments. Those who believe as we do that this twin objective is of cardinal 
importance will wish to see that the federal authority is kept strong enough 
to shoulder its responsibilities effectively in this difficult and complex field. 


As we said earlier, if a serious degree of unemployment should occur 
or should be threatened, governments at all levels will be expected to step 
up their expenditures considerably. Similarly, if there is severe inflation 
or the threat of it, governments at all levels should curtail expenditures. 
This is the theory of cyclical budgeting which, of course, if it is to be really 
effective should apply to the combined total of all government expend- 
itures and revenues at federal, provincial and municipal levels and not 
just to those of the federal authority. This is more easily said than done in 
Canada. | 


In Canada the only restraint which can be brought to bear upon the 
level of expenditures at the provincial and municipal levels is through 
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monetary action and through the by no means exclusive control which 
the federal authority has over certain fields of tax revenues. Such restraints 
may prove quite insufficient if inflationary pressures get too strong. No 
doubt in such event provincial and municipal authorities will be exhorted 
to reduce expenditures and slow down the rate of their various activities 
but how effective exhortation by itself would be is questionable, to say 
the least. This is a real problem for the future and as such it is our duty 
to report it even though we are not able to suggest how it should be 
resolved. The answer does not lie in weakening the federal authority, of 
that we feel quite certain. The problem of ensuring a high level of employ- 
ment throughout the country without inflation will not be solved in our 
opinion if it is left to ten provincial governments and their municipalities 
to deal with independently. 


One thing that could be helpful would be quicker publication of current 
Statistics. We have been impressed throughout our work by the extent and 
the quality of the statistical material which is compiled and made available 
to the public by the Dominion Bureau of Statistics. And we acknowledge 
gratefully the help we have been given by the Dominion Statistician and 
by his staff. Not unnaturally, however, the Bureau, which is part of a 
department of the Federal Government, is not encouraged to publish tentative 
figures and approximations quickly. There is the danger that such tenta- 
tive figures and approximations may have to be amended and that the 
Bureau or the Government will be criticized if this is so. But we believe 
it will be important in the future to encourage more members of the 
public, particularly those in university, professional and scientific circles, 
in finance and business, in organized labour, in farm groups, etc., to 
follow closely short-term movements in the economy and to express their 
opinions on current policies. Only in this way can those who are in places 
of authority receive the benefit of fresh and varied points of view on 
current questions which affect the smooth working of the economy. 
Authorities in the United States are much better served in this respect 
than are government leaders, civil servants and central bankers in Canada. 
This is made possible in the United States not only because of a seemingly 
greater willingness on the part of private citizens in that country to speak 
out on public issues but also, to some extent, because of the earlier 
publication of some current statistics in preliminary form. We think the 
same thing is needed here. More public discussion and debate about 
current issues in Canada would be bound to be helpful, providing the 
participants were reasonably well informed. This they cannot be without 
prompt information about current trends. What we have just said should 
not be interpreted as a criticism of the Dominion Bureau of Statistics. 
The work which has been done by the Bureau in the last decade or so has 
been of the first order of importance. But this work which has contributed 
so effectively to the improvement in the quality and variety of our 
economic statistics ought to be encouraged in every possible way. Such 
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encouragement in this case means more money, more qualified staff and 
more co-operation from the business public. 


Governments are large and complex institutions which are divided 
into numerous departments, crown companies and agencies. It is to be 
expected, therefore, that occasionally there may be honest differences 
of opinion between officials in the different departments about the probable 
level of economic activity in the future, depending in part at least upon 
the particular responsibilities and interests of the departments in which 
such officials serve. It would be unnatural if this were not the case in 
any government in any country or in fact in any large institution any- 
where. The Council of Economic Advisers to the President was established 
in the United States some years ago in an attempt to resolve conflicting 
opinions of departmental officers about economic trends and conditions 
and the need for action to prevent unemployment or to control inflation. 
The Council is responsible to the President but its reports are published 
and are of great value to the public as well as to the Chief Executive. 
In Canada a corresponding role may now be filled to some extent by the 
officials of the Privy Council office who report directly to the Prime 
Minister. These officials work closely, intimately and we believe almost 
always most harmoniously, with the senior officials in all government 
departments and in the Bank of Canada. However, as civil servants in 
our governmental system, their role must be a silent one. Their anonymity 
is a source of strength in many ways and they cherish it accordingly. It 
would be quite improper for them to publish reports or make public 
their opinions about the impending dangers of unemployment or inflation, 
and the measures which should be taken in the circumstances. We believe 
it might be helpful if a body of economic experts were established whose 
function it would be to inform the government of changes which might 
be thought desirable in economic policy in order to ensure a high level 
of employment without inflation. One responsibility of this body would 
be to publish annual or semi-annual reports for the general information 
of the public. The success or failure of such an innovation would depend 
of course very largely upon the good judgment of the men who might be 
chosen for the task and also upon their reputations for objectivity and 
hence the confidence which the public would be likely to have in their 
opinions. 


One thing that we hope will be apparent from this discussion of the 
instruments which are available to government for preventing unemploy- 
ment on the one hand and inflation on the other, is the great need for 
more research into the workings of the business cycle and the ways in 
which its fluctuations can be evened out. At the same time, there is need 
for a great deal more study regarding the operation and results of the 
various measures which can be taken in the fields of fiscal and monetary 
policy. We would hope that our universities among others will consider 
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that research work in these areas should be one of their most important 
and continuing responsibilities. 


Promoting Economic Growth 


We have made suggestions in preceding chapters which will affect 
the extent and character of growth in certain sectors of the economy or 
of the income levels of people who are engaged in certain industries or 
who are located in particular areas. There are other fields of governmental 
policy which apply more generally to the growth and development of the 
economy as a whole and which are bound to affect Canada’s long-term 
economic prospects. There is, for example, the tariff and commercial 
policy; there is our need for trained manpower of every sort in this 
increasingly technological and scientific age; and there is the great im- 
portance of research. These are the questions we shall discuss in the 
following pages. 


The Tariff and Commercial Policy 


Canada has always had a protective tariff and the separate colonies 
had protective tariffs even before Confederation. There is nothing singular 
about this. It would be strange if it had been otherwise. It was, of course, 
to the very great advantage of Great Britain and France to adopt free 
trade in the nineteenth century because they were the first countries to 
supply the new techniques of the Industrial Revolution on a large scale 
and thus their industries were able to compete successfully with those of 
other nations in all the markets of the world.” But other countries, including 
Germany and the United States, which had aspirations of becoming indus- 
trial nations, established protectionist policies in the nineteenth century 
because they did not believe their industries otherwise could flourish or 
survive. Whether or not they were correct in this belief is somewhat 
academic now. The fact is that protectionist policies were introduced and 
national economies were developed along certain lines. Now, all industrial 
nations have protective tariffs and Canada is no exception. There have 
been fluctuations in the level of protection in Canada over the years but, 
with few exceptions, these fluctuations have not been very pronounced 
one way or another. 


However, while we have always had tariff protection in Canada, while 
the fluctuations in the level of such protection over the years have not 
been very great and while it seems apparent that tariff protection at some 
level will continue, this does not mean that people have ever found this 
an easy subject to discuss quietly and objectively. The tariff was a political 
issue in this country for generations and as such could be relied upon to 
stir regional interests, feelings and antagonisms. And while in fact the 
level of the tariff may not have fluctuated so very much over the years 
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this did not inhibit arguments in favour of free trade or of protectionism. 
However, this clear-cut issue of former times is no longer quite so white 
or quite so black as it may have seemed to some of the protagonists of 
the past. Many influences have been brought to bear which in the aggregate 
have tended to blur the outline at the edges. The distinctions between 
the interests and the points of view of people living in different parts of 
Canada are not quite so sharp as they once were. As the economy of 
certain areas which at one time were dependent solely on export trade 
become more diversified this trend may be expected to continue. Farmers 
are beginning to obtain some measure of insurance against violent 
fluctuations in their incomes, including a degree of protection against 
importations of agricultural products. Manufacturers, on the other hand, 
have managed to survive and prosper despite a considerable reduction in 
the tariff since the end of the last War. And some industrialists are now 
advocates of free trade. While the cost of the tariff bears more heavily 
on some areas which have little secondary manufacturing industry than 
on others, the distribution of government revenues and some other deli- 
berate measures of government policy, including subsidy payments, have 
substantially offset this disparity in recent years. Furthermore, and of 
the greatest importance, as incomes rise the effect of the apparent cost 
of the tariff becomes relatively less significant and relatively less burden- 
some. This trend also seems likely to continue. Because of these various 
trends and influences, or partly because of them, the tariff does not seem 
any longer to be quite as controversial an issue as it used to be. 


Canada has played a leading part since the Second World War in tariff 
reductions, in international efforts to bring about a general reduction in 
tariffs and other trade restrictions, and in promoting a greater degree of 
freedom of trade on a multilateral basis. Both the average rate of duty 
collected on dutiable imports and the average rate of duty collected on 
all imports into Canada have been reduced by approximately 25 per 
cent since 1939. Such percentage comparisons may tend to exaggerate the 
actual measure of the reduction in protection which has taken place 
during the period. On the other hand, the percentages themselves do not 
reflect the decline in the real degree of protection which has occurred as 
a result of changes in the form and administration of the customs tariff 
in recent years, including for example changes in the law respecting 
“dumping”. Certainly the reduction in protection which has been afforded 
to the textile and machinery industries since the War has been substantial 
and the reductions in the case of certain other industries have not been 
inconsiderable. The average level of the Canadian tariff is now appreciably 
below that of 1939; it is also below the levels of the late 1920’s. The 
tariff levels of the late 1920’s are generally thought to represent a slight 
decline from those prevailing during the decade prior to the First World 
War and those, in turn, a decline from those existing in the 1890's 


THE ROLE OF GOVERNMENT 


and the 1880’s following the introduction of the National Policy in 1879. 


In other words, the present level of the Canadian tariff is lower than it has 
been for nearly 80 years. 


It is not possible to make exact comparisons of the level of protection 
or of the quantitative effects of tariff restrictions in different countries. 
It is a fact, however, that Canada’s economy is a relatively open one 
compared with that of other nations which have an important industrial 
base. This is borne out by the fact that the ratio of imports and exports 
of goods and services to Gross National Expenditure is relatively high in 
Canada: 26 per cent and 21 per cent respectively in 1956. 


There is no satisfactory way of measuring or estimating the true cost 
of the Canadian tariff in economic terms. It is possible to make com- 
parisons of the prices of goods in Canada with world prices and to 
estimate what the differences attributable to the tariff amount to in total 
for all expenditures in this country. A comparison of this kind which was 
made by members of the Commission’s staff and which purports to show 
that the differences in total might amount to perhaps 312 per cent of the 
Gross National Product is of some interest. But this is very different from 
an estimate of the true economic cost of the Canadian tariff. Many 
assumptions, the validity of which would be open to serious question, 
would be necessary in any such calculations. We do not believe that dis- 
cussion of the way in which the Canadian economy might possibly have 
developed in the absence of tariff protection can help very much in this 
connection. There has been tariff protection and the Canadian economy 
has developed in a certain way partly because of this. It may be more 
interesting to speculate about what the long-term results would be if the 
present tariff protection was removed. But we are doubtful if speculation 
along such lines will prove very fruitful either. Canada is now an important 
industrial nation. More than 25 per cent of the total working force is 
employed in manufacturing; 20 per cent is employed in secondary manu- 
facturing. The expectation is that about the same percentage of an 
increasing labour force will be so employed in the future. Whatever the 
long-term results of the complete removal of the tariff might be, the short- 
term dislocations and upheavals would be tremendous. Such a course, 
therefore, is not likely to recommend itself to any government concerned 
with the problem of maintaining a high level of employment. Nor do we 
think that it should do so. 


Similarly, there is no satisfactory way of measuring or evaluating the 
advantages the nation gains from having domestic manufacturing industries 
which provide it with assured sources of supply for many commodities and 
which give the economy a measure of diversification and thus a greater 
degree of stability than it might otherwise enjoy. It is worth remarking that 
it may be just as unwise for an economy as for an individual to become 
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too specialized in this present age. An economy with too narrow a base is 
more vulnerable to technological changes, the pace of which is very fast 
nowadays, and thus could find itself in serious difficulty. 


While, therefore, it is not possible to determine the true economic 
cost of the tariff in its entirety, and while there is no way of evaluating 
the advantages to the economy of some diversification of industry, we 
believe it can be stated with confidence that moderate increases or decreases 
in the tariff would not have any appreciable effect upon the average 
standard of living in Canada. More than a moderate decrease in the tariff 
would not seem to be a practical consideration for the reasons we have 
mentioned. Any substantial increase in the tariff would, we believe, be 
equally unwise; such a course not only would result in higher prices for 
consumers but might bring about retaliatory action by other countries 
against Canadian exports. It is within these rather narrow limits, there- 
fore, that we shall proceed with the discussion. 


In considering the “Prospects for World Trade” in Chapter 4, we 
arrived at the reluctant conclusion that the impetus which has been given 
by the United States to a policy of freer trade is now virtually exhausted. 
We expressed the hope that in the long run effective efforts will again be 
made to re-establish a more liberal system of world trade. But while we 
may hope that the international atmosphere in these matters will change 
in time, it would not in our view be realistic to count upon this happening 
in the more immediate future. One reason for this is that governments 
of most countries are now more concerned than they used to be with 
policies designed to maintain high levels of employment. Such policies can 
be pursued only at the national level and thus may run counter to measures 
which would otherwise tend to increase trade internationally. It is true 
also, as we have previously suggested, that as a country becomes industrial- 
‘zed and as its national income rises, the increased costs of providing it 
with some diversification of industry and thus with a greater degree of 
stability in times of stress become less noticeable and, in relative terms, 
less of a burden. These considerations tend to modify and counteract to 
some extent, in the minds of those responsible for the policies of the 
nations, the arguments in favour of freer trade and a greater degree of 
international specialization. However, we would not wish to seem too 
pessimistic about the prospects for freeing international trade. Proposals 
for a free trade area in Europe are evidence that the desirability of 
removing trade barriers have not been forgotten everywhere despite the 
preoccupation we have mentioned with other issues. 


As we have pointed out in a previous chapter, our exports to the 
United States have increased very considerably in the last 20 years and © 
it seems likely they will keep on increasing in absolute dollar terms. For 
the most part such exports consist of materials which Canada has in 
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abundance and which the United States may become increasingly short 
of in the years ahead. In relative terms expressed as a percentage of Gross 
National Expenditure, our exports of goods and services to the United 
States have about held their own; from 15 per cent in 1937 and 13 per 
cent in 1938 to 13 per cent in 1956. Even when measured as a percentage 
of a greatly increased Gross National Expenditure in the future our exports 
to the United States may continue to about hold their own in relative 
terms. Our exports of goods and services to all other countries, on the 
other hand, have become relatively less important as a percentage of the 
total output of the economy. Measured in this way they have declined 
from 15 per cent of the Gross National Expenditure in 1937 and 13 per 
cent in 1938 to 8 per cent in 1956. We would expect this percentage 
to keep on falling in the years to come although perhaps at a slower rate. 


In the light of these various considerations, we do not believe it would 
be wise for Canada to embark upon any general programme of tariff 
reduction on a unilateral basis. In fact, if our predictions about the nature, 
extent and direction of Canada’s export trade are borne out by events, 
there may be less reason in the future for Canada to make concessions in 
the realm of commercial policy than there has been in the past or than 
there would be if our exports were or could reasonably be expected to be 
distributed more evenly over the countries of the world. In the meantime 
it would seem sensible for this country to hold the tariff line on the average 
at about its present level. 


At the same time we should attempt to straighten out some of the 
anomalies which exist in the present tariff and to simplify the whole tariff 
structure as much as possible. No tariff is, or can be, constructed on a 
truly logical or scientific basis. But if we are going to have a tariff at all, 
and that seems both obvious and necessary in a practical sense, we might 
as well make it as tidy and as orderly as possible. It should also be reason- 
ably flexible in the sense that we should not hesitate to amend and revise 
it as occasion demands from time to time. In fact, we would advocate a 
more or less continuing re-examination of the tariff having in mind con- 
tinually changing industrial conditions, products and technology. In this 
connection if, as we believe, the best policy for Canada is to hold the 
present tariff levels on the average for the time being, any general revision 
of the tariff schedules will involve adjustments up as well as down in 
individual rates. In many cases, such revisions would require international 
negotiation. While not expressing any views on the details of the various 
agreements by which international trade is currently regulated, we are 
firmly of the opinion that efforts to promote a stable commercial regime 
in the international field, under which adjustments can be made in an 
orderly manner, are very much in Canada’s interest. 
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The task which would be involved in any general revision of the 
Canadian tariff would be an extremely large one and to be successful it 
would need to be carefully planned and organized. Before the examination 
and revision of each section of the tariff is commenced, the Government 
should instruct those responsible for such examination on the objectives 
or criteria which should govern them in their review. Such criteria might 
differ depending upon the industry or section of the tariff under study, 
and perhaps depending to some extent upon the prevailing conditions of 
the day. The kind of criteria we have in mind, one or more of which 
might be applicable in some cases but not necessarily in others, would 
include such things as the number of people employed in the industry and 
those dependent upon it directly or indirectly; the relative stability of such 
employment and the alternative opportunities in the areas where the 
industry is located; the level of the rates of duty and the effect of such 
rates on consumer prices and on industrial costs; the reliability of altern- 
ative sources of supply; and our surplus or deficit on current account with 
the country or countries in which alternative sources of supply are located. 
This list is intended to be illustrative rather than comprehensive in its 
coverage. 


As we pointed out in Chapter 12, the greatest handicap of Canadian 
manufacturers is their inability to take advantage of the economies of large- 
scale production to the same extent as may be done in some other coun- 
tries, particularly the United States. One important objective in any re- 
examination of the tariff should be to design the tariff schedules in such 
a way that Canadian manufacturers would be encouraged to specialize on 
large volume lines and, if necessary, to discontinue production of small 
volume lines. If it were possible for manufacturers in this way to simplify 
their production programmes to some extent, their costs and, consequently, 
their selling prices should be reduced. Every effort should be made to 
reduce the number of separate items in the tariff and to eliminate where- 
ever possible both “end use” items and items “of a class or kind not 
made in Canada”. We suggest this in the interests of simplicity and 
because such items call for the exercise of a high degree of administrative 
discretion, the uniform application of which may be difficult to achieve. 
But care should be taken that any changes which are made with this as 
the objective do not result in any material alteration in the general level 
of the tariff either up or down. Again in the interests of simplicity, new 
“end use” items and items “of a class or kind not made in Canada” 
should be made sparingly and only in exceptional circumstances. In the 
case of tariff schedules to be established for new industries or new pro- 
ducts, those responsible for the examination should be instructed to take 
into account both the economic desirability of the new industry or product 
in terms of the Canadian economy as a whole and the possibilities of such 
industry or product being able to prosper without tariff protection or 
with a lower rate of protection once it became established. 
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If the proposed examination and revision of the tariff were to be 
undertaken by the present Tariff Board, which would seem logical, that 
body would need to be strengthened quite considerably. To be specific it 
should be provided with an enlarged research staff competent to deal 
with the many and complicated problems that will be encountered. It 
might also be desirable to relieve the present Tariff Board of its respons- 
ibility for hearing appeals under the Customs Act and the Excise Tax Act. 


Many submissions were made to the Commission during the course of 
its public hearings on the subject of “dumping”. It is probable that this 
term is often used rather loosely and that at times it is applied to import- 
ations of goods at perfectly bona fide prices. At times in the past, in other 
cases, some domestic manufacturers would seem to have had justifiable 
cause for complaint about the value placed on imported goods for duty 
purposes. Prior to 1948, “dumping duty” could be levied if goods were 
imported at less than their cost of production, plus a reasonable percentage 
to cover the costs of distribution, overhead and profit. This left consider- 
able discretion in the hands of the officials responsible for administering 
the customs legislation. It is alleged by some that customs appraisers were 
more critical in their examination of values prior to 1948 than has been 
the case since Canada became a signatory of the General Agreement on 
Tariffs and Trade and since the amending legislation was passed. It is 
a fact that the amount of anti-dumping duties has declined very consider- 
ably in recent years as a percentage of the total amount of duty collected. 
In this connection it should be emphasized that the Customs Division of 
the Department of National Revenue has not a sufficient number of 
qualified investigators to do any appreciable amount of policing of values. 
If there have been cases of dumping, therefore, in the legitimate sense of 
the term, it has not been the fault of the relatively few officials employed 
on this phase of the work of the Department. 


Established Canadian industries and the people employed by them 
should be safeguarded against importations of goods at dumped prices. 
Predatory dumping is most likely to take place at times when industry 
in the exporting country is operating, or in danger of operating, at less 
than capacity and thus is under pressure to find markets for additional 
production in order to increase or maintain the volume of its output. 
Special efforts to enforce the anti-dumping legislation should be made in 
such circumstances. With this in view, the Commission suggests that the 
Customs Division of the Department of National Revenue be authorized 
to recruit whatever staff may be required to investigate adequately this 
question of values for duty purposes. There should be no hesitation to 
use promptly the authority provided in the recently amended Section 35 
of the Customs Act in order to prevent the dumping of goods from abroad 
at less than their fair market value. If the section referred to proves inade- 
quate for this purpose, it should be strengthened. 
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It was represented to us that in some circumstances it might be 
necessary to take action to safeguard established Canadian industries 
threatened by a flood of imports at devastatingly low prices from countries 
where social conditions and the organization of production and trade are 
vastly different from those which prevail in Canada. Political instability 
in some parts of the world may contribute from time to time to difficulties of 
this kind. Safeguards might be particularly necessary if the prospective 
source of supply should not appear to be a reliable substitute for domestic 
production over the long term. In this connection it is worth noting that 
several recent trade agreements entered into by Canada include an escape 
clause against just such contingencies. 


From time to time some Canadians are inclined to speculate about 
the possibilities of some broad measure of reciprocity with the United 
States, the objective of which would be to eliminate the restrictions on 
trade between the two countries. There is no reason at the present time to 
believe that United States authorities would be receptive to any such 
proposal, particularly if it implied the free entry into that country of the 
products of Canadian agriculture and fisheries at a time when there were 
very substantial surpluses of such products existing in the United States. 
It is quite possible, however, that the attitude of United States authorities 
will change at some time in the future as the United States becomes 
increasingly dependent upon importations of industrial raw materials 
including importations of such materials from Canada and, perhaps, as 
United States investment in this country grows. But quite apart from the 
reaction of the United States to any such suggestion, it may be well to 
remind ourselves that Canada is now an important industrial nation and, 
as previously stated, one-fifth of our total working force is employed in 
secondary manufacturing industries. Some Canadian industries might pros- 
per if they had free access to the American market but many others would 
probably not be able to survive in their present form or on any appreciable 
scale. Under these circumstances it follows that any system of complete 
or even substantial reciprocity with the United States would entail an 
upheaval in the lives of a great many people in this country who would 
of necessity have to find employment in other occupations, in the United 
States if not in Canada. 


It may be well to remind ourselves also that while inability to obtain 
access to United States markets played a part in the decision to introduce 
a greater measure of protection in the Canadian tariff in 1879, Canadians 
of that day did not believe a separate nation could be maintained on the 
northern half of this continent unless deliberate steps were taken to 
promote industry here and to stimulate a movement of trade on an east- 
west axis. Such political considerations have always tended to overshadow 
economic ones when major changes in our tariff structure have been in 
contemplation. In the past, Canadians for the most part have considered 
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that the economic cost of the tariff whatever it may have been, was a 
legitimate price to pay for national independence. As we have said before, 
the cost of the tariff has become relatively less burdensome and it will 
continue to become relatively less burdensome as our national income 


rises. The price we pay in this way for national independence is now much 
less than it used to be. 


In view of what has been said in the preceding paragraphs, broad 
reciprocity with the United States, in the opinion of the Commission, can- 
not now or in the foreseeable future be regarded as a practical proposition. 
This does not mean, however, that we should eliminate completely any 
thought of reciprocal arrangements of more limited scope with the United 
States, or with other countries, which may be consistent with Canada’s 
international obligations. 


The Needs for Trained Manpower and Research 


The Canadian economy must accommodate itself continuously to the 
conditions of a highly competitive world in which the pace of growth and 
development will be determined largely by the ability to use the fruits of 
scientific research and technological improvements. The free flow of 
scientific and technical information between countries is in the interests 
of all. Canada has gained and will continue to gain from the process. 
But the rate of growth in Canada would be retarded if Canadian industry 
were to rely to too large an extent on innovations originating in other 
countries. In our own interest we must make a significant original con- 
tribution to technological advance. This means expansion of support for 
research and of the numbers of qualified research scientists, and an 
adequate supply of the skilled workers necessary to apply the new knowl- 
edge and techniques. 


Our forecasts of industrial growth, including expansion in the service 
occupations, involve a continuously increasing flow of new workers with 
required skills. Over the period 1955 to 1980, we expect an average annual 
increase in the labour force of about 175,000 per year; it is estimated that 
employment in the resource industries (not including agriculture) will 
increase at the rate of about 10,000 per year; in construction about 10,000 
per year; in manufacturing, primary and secondary combined, about 
40,000 per year; and in the service occupations, about 115,000 per year. 
We have pointed out elsewhere that we expect the fastest growing 
secondary manufactures to be electrical apparatus, electronics and chem- 
icals, followed by primary iron and steel, industrial machinery, oil refining, 
rubber products, and non-ferrous metals products. These are all industries 
which will require a high proportion of skilled workers. The service 
occupations include in order of the numbers employed at the present time, 
the distributive trades, professional services, personal services, govern- 
ment services, and finance. These are all occupations which will require a 
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high level of general education, and in many cases extended specialized 
training. 


It is not possible to predict, with any degree of accuracy, the growth 
over twenty-five years in the demands for different categories of workers. 
We have assumed that along with some net immigration, the total numbers 
of young people coming forward into industry will be sufficient to meet 
the total demand, and that in some way they will acquire the necessary 
skills to sustain the rate of economic growth we predict. The required skills 
will be of many different kinds, and the proportions in which they are 
required will change from time to time. Some old skills will disappear, 
and new skills will emerge. The rapidly changing demands of industry will 
call for workers with a high capacity to adapt themselves to new job 
requirements, and for frequent retraining. We can also be sure that the 
demand for skilled workers will increase more rapidly than the demand 
for unskilled workers. 


From time to time particular shortages will be met by immigration 
and by retraining of Canadian workers. However, for the requisite numbers 
we will, in the long run, have to rely on the education and training of 
Canadian youth either in industry or in the formal educational system. 


During the period 1941 to 1948, again in 1951, and more recently 
in 1956, there were acute shortages of skilled workers in Canada. In the 
period 1952 to 1955, the greatly increased immigration of skilled workers 
in the previous years assisted materially in meeting the demands. The net 
immigration (after deducting emigration to the United States) of skilled 


_ workers since the end of the War has been as follows: 


, Table 20. 1 
ESTIMATED NET IMMIGRATION OF SKILLED WORKERS 
(1946-56) 
Emigration to Net 

Immigration United States immigration 
TOAG wigs ic eee epee acer vic tease ae eee ee ZAG2 ih? 995 
TOAT ICI. He eto ase ee sas ae 6,983 1,400 5,583 
1948. bythe <theractons « acemind teaser 12,995 1,491 11,504 
1949 2. 34 eh rd Sn Sarees ee en 7,763 1,335 6,428 
1950 es ic Sen ee es a ee eee 5,106 1,400 3,706 
OS et wes epee ee er ce eee eee 27,726 1,784 25,942 
LODZ eae een eee Le 19,011 2,512 16,439 
1953), Jha cay meats bo ae ee ee 17,663 2,963 14,700 
154 cass rte et ae eat ae eae ee 18,287 2,133 15,554 
LOSS eee e sae eet eee 10,990 3,494 7,496 
1956: (est:) Acta té. asusbereted eae 11,600 3,500 8,100 


Source: Skilled and Professional Manpower in Canada, 1945-1965, 1957, a study prepared for the Commission 


by the Economics and Research Branch, Department of Labour, Ottawa, Chap. 3, Table 21. 


THE ROLE OF GOVERNMENT 


We have discussed the general prospects for immigration in Chapter 6. 
It is our view that the flow of intercontinental migration in the future is 
likely to be reduced; and that, for a number of years, unless there continue 
to be unusual movements stimulated by political events such as occurred in 
1957, net immigration of skilled workers may not exceed an average of 
8,000 per year. However, assuming there is no slackening of economic 
growth, lack of native-born entrants to the labour force will require con- 
tinued immigration, with the customary high proportion of skilled workers, 
up to and beyond 1965. 


While efforts should be made to encourage skilled workers to migrate 
to Canada, it seems improbable that we will be able to meet the increasing 
requirements of skilled manpower from immigration in the future, as we 
have done in the recent past. It is, therefore, important that increasing 
numbers of young Canadians coming into the labour force be trained to 
perform the growing number and variety of tasks requiring substantial 
degrees of skills. Unfortunately, although the number of Canadians enter- 
ing the labour force will increase substantially over the next ten years, 
there may not be enough young men and women enrolling in training 
programmes to meet the demand. The varied skills required by industry 
and the service occupations may be obtained in a number of ways. Each 
of these avenues will have to be more fully exploited if adequate numbers 
of trained persons are to be assured. 


More complex industrial processes and relationships and the necessity 
for adaptability in a rapidly changing economy will require a higher level 
of general ability. We must expect to achieve this through the educational 
system. Of the pupils entering Grade I, 80 per cent do not now complete 
junior matriculation and 90 per cent do not complete senior matriculation. 
The level of education reflected in these figures will not meet the require- 
ments of the future. We must accommodate ourselves to a continuous 
expansion of school facilities first, because of increasing numbers of young 
people, and second, because of the necessity of providing a larger propor- 
tion of them with a more extended period of schooling. The rapid increase 
in the birth rate which occurred after the Second World War has made 
necessary heavy public expenditures on school buildings and has contributed 
to the familiar shortage of teachers. The pressure of numbers was first felt 
in the elementary schools, and later in the junior high schools. The wave 
of increased numbers has now reached the senior high schools, and by 
1960 its effect will be evident in admissions to universities. However, the 
growing pressure of numbers on educational facilities at all levels is not a 
passing phenomenon. If our population estimates are anywhere near the 
mark, the wave will not subside; it will rather prove to be the initial impact 
of an increasing flow of young people. We expect that between 1955 and 
1960, the number of young people up to and including 19 years of age 
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will increase at a rate not much short of 200,000 per year; and that the 
annual average increase in this age range between 1955 and 1980 will 
be about 160,000. As we pointed out in our reference to school facilities 
in Chapter 15, “Present-day enrolment in secondary schools is equivalent 
to just over 50 per cent of the population of 14 to 17 years of age, inclusive; 
by 1980, the proportion may be 70 per cent’. If these expectations are 
even approximately correct there will be a steady and substantial increase 
in the total demand for educational services — a demand which must be 
met if we are to provide industry with its requirements. 


Particular skills can be acquired and abilities developed by on-the-job 
experience, and this will remain an important means of obtaining the skills 
required. However, the tendency has been toward increasing emphasis on 
formal institutional training for the acquisition of particular skills, and 
the trend is likely to continue. Apprenticeship training programmes will 
have to expand, and more facilities will be required to increase the flow 
of qualified tradesmen. Governments may be expected to play an increasing 
role in fostering in-plant or apprenticeship training programmes; but it is 
to be hoped that skilled tradesmen’s organizations and companies will 
themselves support the further development of these training techniques. 
There is evidence that some larger companies are becoming concerned 
about this problem and have instituted formalized training programmes otf 
their own. 


The development of new and more advanced techniques is adding to 
the demand for skilled technicians and creating new technical occupations 


at the semi-professional level. Existing technical and vocational training 


facilities and institutions should be expanded and new ones added. A 
large portion of this will occur as part of general programmes. of high 
school expansion. But, in addition, it is important that more technical 
training schools for high school graduates be established. The advantages 
of post-high school training are that it gives young people more time to 
make up their minds about a career, that it is more suitable to highly 
specialized training (e.g., electronics) which requires some grounding in 
science and mathematics, that it will help to relieve the pressures of the 
universities to give what are, in effect, technical training courses, and that 
training at this level is likely to be more intensive and efficient than at the 
high school level. Good technical education in a formal sense has become 
a necessity because of the technological changes that have taken place in 
recent years, and it is imperative that the present facilities for such edu- 
cation be greatly expanded. 


The universities are, and will remain, the principal source of profes- 
sional workers in this country; and university graduates will be required 
in increasing proportion to the total labour force. 


THE ROLE OF GOVERNMENT 


Post-war enrolments in Canadian universities reached a low point in 
1951-52. By this year most of the student veterans had graduated, and 
admissions reflected the normal movement of students through the high 
schools, which was influenced by the low birth rate of the pre-war years. 
Total undergraduate enrolment was less than 60,000, and the number 
of graduations less than 15,700. Since 1951-52 admissions and enrolments 
have been increasing, at first slowly but recently at an accelerating rate. 
The causes of the increase include immigration, a higher proportion of 
Canadian students completing high school, and a higher proportion of 
students who have completed high school entering university. By 1955-56, 
enrolments had increased to 68,300, but graduations reflecting the de- 
clining enrolments of the previous years had decreased to about 11,900. 
Graduations began to increase in 1956-57. It has been estimated that 
total enrolments in 1957-52 will have reached 78,700, and graduations 
in 1958 will number some 13,400. However, the whole period from 1951- 
52 has been one in which there have been continuing and widespread 
shortages in the supply of university graduates, which has failed to keep 
pace with the demands of a buoyant economy. 


As we look to the years immediately ahead we can expect a rapid 
increase in university enrolments and graduations. By projection of the 
trends it is estimated that the annual increase in enrolments will grow 
from 4,900 in 1957-58 to 8,500 in 1964-65, and that total enrolments 
in universities and colleges will reach 126,500 in the latter year. It is 
also estimated that graduations will increase from 13,400 in 1958 to 21,300 
in 1965. With reference to this period (1958 to 1965) the study Skilled 
and Professional Manpower in Canada, 1945-1965 concludes: “Comparing 
the outlook for professional workers with probable supplies, it appears 
likely that shortages of varying degrees will continue in many fields until 
about 1960, apart from the effects of any temporary slackening in economic 
expansion during these years. After that time, however, growing requi- 
rements and new supplies may come more closely into balance.’ The 
increases in numbers we anticipate are at a rate which will double enrol- 
ments and graduations in 12 years, and yet there is every reason to believe 
that the economy will prove capable of absorbing the increased numbers 
without difficulty. 


The impending growth of university enrolments will require a sub- 
stantial programme of planning and construction of physical facilities in 
advance of actual enrolments. Considering the whole period to 1980 we 
have estimated that an average of $40 million per year will be required 
for capital expenditures. Immediate requirements, and requirements for 
the next few years, will exceed $40 million if the universities are to be 
ready to meet the upsurge between now and 1965. University operating 
expenditures, at least in the short run, will have to increase more rapidly 
than student numbers. It is reasonable to assume that if the quality of 
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instruction in universities is not to deteriorate, the ratio of instructors 
to students must be maintained. Indeed, if Canadian universities are to 
carry the responsibility of an increasing volume of graduate studies now 
provided by institutions in the United States, the ratio of instructors to 
students will have to increase. Salaries of academic staff constitute the 
major portion of instructional expenditures. If the quality of the academic 
staff of Canadian universities is to be maintained, immediate increases in 
salaries are necessary, and an effort must be made over the longer period 
to keep university salaries in line with those obtainable in alternative 
occupations requiring comparable qualifications. 


The publication of the Dominion Bureau of Statistics, Salaries and 
Qualifications of Teachers in Universities and Colleges, 1956-1957, sum- 
marizes the returns from 51 Canadian universities and colleges. In 1956- 
57, the median salary for 3,954 full-time academic staff was $5,775; 
and three-quarters of the number were receiving salaries of less than $7,000 
per year. The median salary for staff between the ages of 25 and 30 years 
was $4,423; and for staff with 5 to 10 years experience after receiving their 
first degree, the median salary was $4,793. Some increases in salary sched- 
ules have recently been made. But it is clear that the level of salaries which 
has prevailed for some years, and as it now stands, offers little inducement 
to embark on an academic career under the competitive conditions of 
today. 


As we said in our Preliminary Report: 


“If salary scales are increased substantially, and if the whole status 
of the university teaching profession in Canada is raised and im- 
proved, it should become increasingly easier to persuade young 
Canadians of high quality to enter the teaching profession. Further- 
more, it should be possible for Canadian universities to attract to 
their ranks Canadians and others who are at present teaching in 
United States colleges and, in addition, a number of scientists and 
scholars from Europe and elsewhere. What is being suggested in 
essence is that a deliberate and sustained effort be made to raise 
the quality and standards of Canadian universities to among the 
highest prevailing anywhere in the world. It is perhaps not going 
too far to suggest that no other single course of action would be so 
likely to have such an important and fundamental effect upon the 
long-term economic prospects for Canada.” 


Since the War, Canadian universities have experienced difficulties in 
performing their functions with the funds made available to them from 
the accustomed sources. During the immediate post-war years when the 
veteran students were in attendance, the universities found it necessary, 
and were prepared, to improvise. Temporary accommodation was pro- 
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vided, and instructional loads were increased. At the same time, revenues 
were supported by grants from the Federal Government. After 1947-48 
the enrolment of student veterans, and revenues associated with veteran 
enrolments, declined; but costs increased. Under these circumstances, the 
Federal Government, in 1951-52, instituted a plan of grants-in-aid to uni- 
versities. The total amount to be distributed was based on 50 cents per 
head of population, and was divided among the provinces on a population 
basis. Although the federal grants were not universally accepted, they did 
materially assist in meeting the immediate financial problems of the univer- 
sities receiving them, and in providing some relief to the provinces in 
which the receiving universities were situated. It became apparent by 
1955 that the impending increase in numbers would soon add substan- 
tially to the requirements for capital construction and operating expenses. 
Early in 1957 the Federal Government increased the grants-in-aid to $1 
per capita, applicable in the fiscal year 1956-57. In addition, through the 
newly formed Canada Council, a fund of $50 million was established to 
provide construction grants to universities over a period of years. The 
larger federal grants-in-aid, along with increased revenues from other 
sources, have again brought a measure of relief to the hard-pressed univer- 
sities to which they are available, and to the provinces; and the construction 
grants will assist in the building programme required over the next few 
years. 


We believe that the principle, now well established in Canada, of 
expecting those who receive the benefits of university education, and who 
eventually reap its financial rewards, to make a significant contribution 
through fees toward the cost of their higher education, is sound; and that 
the arrangement of the academic year, which enables students to earn 
currently a portion of the cost of their university expenses, is not educa- 
tionally unsound and is consistent with Canadian attitudes. As we expect 
real incomes to increase it would seem reasonable to expect that over 
the long period some part of the increase in university costs should be 
recovered through fees. However, higher fees must reduce the incentive 
to undertake the investment in higher education and will eliminate those 
capable students lacking the necessary financial means. Fees at the present 
level or at higher levels must be supported by a combination of scholar- 
ships, bursaries and loan funds and, to meet the needs of increasing numbers 
of students, funds for student assistance must be steadily augmented. 


Some of the Canadian universities rely, to a considerable extent, on 
donations from individuals and corporations, and we believe that Canadian 
universities generally should look for support from these sources. More- 
over, it is to be expected that private contributions to the universities will 
grow. Some limited measure of assistance might be given to the universities 
by increasing the amount of the deductions from taxable income now 
allowed to individuals and corporations for donations to educational insti- 
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tutions. This would not mean much by way of reduction in government 
revenues, but might be of some importance in the case of some universities. 


We do not judge it to be the responsibility of this Commission to 
recommend how public funds should be provided in support of universities. 
We do, however, feel it our bounden duty to call attention as forcefully 
as we can to the vital part which the universities must play in our expanding 
and increasingly complex economy, and to the necessity of maintaining 
them in a healthy and vigorous condition. The functions of the universities 
touch every facet of our society. Through the preservation of our heritage 
they maintain our way of life, and through the interest they generate in the 
arts, they enrich it. They enliven the perception of social processes, and 
contribute to the orderly development of social institutions and relations. 
It is incredible that we would allow their services to society in these ways 
to lapse or to lag. But these contributions are not our direct concern. We 
are concerned with the contribution made by the universities to the increase 
in the national productivity and wealth of the country. In relation to this 
aspect of the national welfare Canadian universities occupy a key position. 
They are the source of the most highly skilled workers whose knowledge 
is essential in all branches of industry. In addition they make a substantial 
contribution to research and in the training of research scientists. 


— Industrial progress results from innovations applied to the productive 
process. Many productive innovations come about through the alert 
attention of individuals to the activities in which they are engaged and 
to the processes with which they are associated. Individual initiative in 
seeking for improved methods is an essential feature of enterprising mana- 
gement. Its exercise is necessary to industrial progress; in its absence 
industry would tend to stagnate. Research implies a systematic, planned 
and organized programme designed to add to knowledge; and in .the high 
and rapidly advancing state of technology it is an indispensable partner 
to initiative. Increasingly, management is dependent upon the specialist 
who is skilled in the conduct of research to provide the new knowledge 
on which significant advances may proceed. 


All techniques employed in industrial processes represent our control 
over natural forces and develop from our understanding of the operation 
of these forces, that is to say, from fundamental scientific knowledge. 
Growth of scientific knowledge opens the door to new means of bringing 
nature into subjection to human ends; and may give rise to advances in 
industrial techniques across a wide front. Any nation which desires to 
progress industrially must make its contribution to fundamental scientific 
research. Sometimes inquiries which are directed to specific problems, 
i.e., applied research, will incidentally throw light on fundamental processes 
but this is not their primary objective. It is understandable that research 
directed at fundamental knowledge, which is general in its application, 
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should be publicly supported and that research applied to particular indus- 
trial problems should be undertaken by those engaged in the industry 
affected. In practice this simple division of responsibility is considerably 
modified. 


Traditionally, fundamental research designed to broaden the base of 
scientific knowledge has been a function of universities either publicly 
supported or privately endowed; and universities have been assigned 
the function of training research scientists. In practice much of the research 
conducted in Canadian universities is applied research. This is not undesir- 
able as long as the primary function of fundamental research is not neglected. 
The balance effected depends to a considefable extent on the sources of 
funds available for support of research in universities. Lack of balance, 
with neglect of fundamental research, results when universities must rely 
for research on funds which are provided for specific and applied purposes. 
Fundamental research can only be given its proper emphasis when avail- 
able funds can be used to this end. It may not be possible to define preci- 
sely the volume of fundamental research which should be undertaken in 
Canadian universities, but we feel it necessary to warn against a tendency 
to subordinate fundamental to applied research, and to point out that as 
our universities grow the proper performance of their functions will require 
increasing support for research of a fundamental nature. 


Research in universities is not unrelated to their unique function of 
training research scientists. The training of a research scientist goes far 
beyond the limits of an undergraduate programme. The supply of scientists 
to universities, research organizations, and industry depends on the avail- 
ability of post-graduate programmes of research and instruction. Post- 
graduate programmes designed to develop research scientists must include 
the opportunity to engage in research; and direction must be given by 
instructors with qualifications beyond those which may be sufficient for 
teaching at the undergraduate level. Universities which are to offer post- 
graduate programmes must therefore have facilities for research, and funds 
to support the specific projects on which graduate students are to engage. 
They must also be in a position to attract and retain staff with the necessary 
qualifications to guide advanced students. Unfortunately, as a general rule 
these conditions have been available to graduates of Canadian universities 
only in institutions in other countries. Canadian universities, generally speak- 
ing, have had neither the facilities nor the staff to offer adequate post- 
graduate programmes. We should all be grateful to the institutions in other 
countries which have allowed Canadian scientists to get their essential 
training. However, Canadian graduate students have contributed to research 
in other countries; and many of them have not returned to Canada. It 
‘+s our view that Canadian universities should have an opportunity to 
expand their post-graduate programmes in the science departments. To 
do this they will require improved facilities, up-to-date and more expensive 


453 


454 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


equipment, post-graduate fellowships, and the opportunity to bid for and 
secure the best available scientists. 


While all other research activities are dependent on the universities 
for trained research workers, the universities are not the only organizations 
conducting research essential to the growth of the economy. Organized 
research is undertaken and supported by the Federal Government, pro- 
vincial governments, voluntary organizations and some industries and firms. 
Government research and expenditures on research, through departments 
of the Federal Government and provincial research councils and found- 
ations reflect the early and continuing concern to promote the develop- 
ment and utilization of natural resources. This concern, and the typically 
small size of the producing unit in some of the industries involved, have 
directed particular attention to research in agriculture, mining, fisheries 
and forestry. The pulp and paper industry is an example of a primary 
industry in which the relatively large size of firms has made possible the 
development of research programmes within the industry. Considerable 
government support for industrial research developed during, and carried 
over after the Second World War; but the volume of research in Canadian 
industries is relatively slight. This is due in some measure to the corporate 
relations of many Canadian industrial firms. Firms with parent companies 
in other countries have been able to draw from research conducted by 
the parent companies, but this has limited the opportunities for corporative 
research on an industry basis. 


During our hearings we received a submission from the President 
of the National Research Council on “Canadian Research Expenditures”. 
This statement drew attention to the difficulty of securing reliable and 
comparable data but concluded, first, that expenditure on research by the 
Federal Government seems to compare favourably with government.expend- 
iture in Britain and the United States, when related to population, govern- 
ment budgets and the Gross National Product; second, that although 
government support for research in Canadian universities is substantial 
and has been expanding, total support for university research is at a 
much lower level than in the United States; and third, that expenditure on 
research by industry in Canada is relatively very low although there 
has been an encouraging expansion since the War. 


Our own conclusions concerning the importance of research may be 
summarized as follows. In the first place, we believe that the rate of 
technical advance in Canada must accelerate if we are to maintain our 
position in relation to other countries and to achieve the growth of the 
economy which we have predicted. This means a continuously expanding 
research effort. Secondly, the levels at which research will be conducted 
and technical progress achieved will be more demanding in terms of 
skills and facilities than has been the case in the past. This means generally 
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more elaborate provision for research. Third, in many areas the scale 
on which research must be conducted and the elaborate facilities required 
will necessitate industry co-operation and substantial government parti- 
cipation. Finally, while the results of well directed research effort will 
yield substantial returns, it is important that the total research effort should 
be continuously under review in order to avoid duplication and to detect 
gaps; and that research information when available should be rapidly and 
effectively communicated to those who can use it. 


It seems to us that the time is opportune to make a careful appraisal 
of the total national research effort, and in this way to prepare ourselves 
for the increasing activities in this vitally important field that will be 
required. 


Conclusion 


In this report, we have had occasion to discuss many of the problems 
which seem likely to arise in future in connection with the probable 
economic development of Canada. In some cases, we have made sug- 
gestions or proposals for dealing with the problem under discussion; in 
others, we have noted the problem without proposing in specific terms 
how it should be dealt with. There are still other problems which we 
foresee which for one reason or another we have not mentioned, or which 
we have referred to only in passing, and which we have not studied in 
the detail they deserve. By far the most important of these is the whole 
question of the continuing relationship of the federal, provincial and 
municipal levels of government, and the tax revenues which each should 
have in order adequately to carry out its responsibilities. 


The fact that we have not studied this central issue in any detail should 
not be interpreted as meaning that we have doubts about its fundamental 
importance. However, when this Commission was established in June, 
1955, the whole subject of federal-provincial tax agreements had been 
under study for many months by the officials of the respective governments 
preparatory to a Federal-Provincial Conference on the subject. In fact, 
we delayed commencement of our public hearings so as not to conflict 
with this Conference. It would have been presumptuous on our part under 
these circumstances to have launched a parallel inquiry into this highly 
controversial question on which at the time Canada’s political leaders and 
all the acknowledged experts were engaged. And quite apart from this, 
it would not have been possible for us to recruit the expert staff which 
would have been needed for such a study. 


We have stated the reasons why we did not ourselves embark upon 
a comprehensive study of this problem. We believe, however, that it is 
a problem that will have to be resolved, if not completely then at least 
in part, if the needs of our changing population are to be met, if the 
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difficulties of an increasingly urban industrial society are to be dealt with 
effectively and if the claims of certain parts of Canada are to be honoured 
in the best interests of national unity. 


Neither did we think it possible for us to undertake the kind of 
exhaustive study of the tax system which would have been necessary 
to enable us to express opinions about the present level of taxation and 
the effect which this may have upon the development of the economy, 
important as this question may be. A study, Certain Aspects of Taxation 
Relating to Investment in Canada by Non-Residents, was prepared for 
us in connection with our research into, and consideration of, the question 
of foreign investment in Canada. But we felt the much more compre- 
hensive examination of the tax structure which would have been needed 
if we were properly to consider the effects of tax levels on economic 
development and investment was beyond the limits of our staff resources. 


We did not make a separate study of the proper conservation of 
our natural resources, although references are made to various aspects 
of this important subject in several places in this report. Speaking gene- 
rally, we believe the rate at which our resources are likely to be exploited 
during the next twenty-five years will be influenced in the main by questions 
of demand rather than by limitations of supply. But this does not mean, 
of course, that we can afford to be profligate or careless in the use of our 
resources during the next quarter century or indeed at any time. We 
believe the careful husbandry of our resources — including land, forests, 
oil and gas and other minerals, and water — will become increasingly 
important in the years to come. We hope the question of the proper 
conservation of these resources will receive the serious study in the future 
which clearly should be given to it. 


We should have liked to have conducted research in a number of 
other fields, including the effects which changes in public thinking and 
psychology may have on economic development in the future. What 
stresses and strains are likely to arise as a result of the rapid rate of 
industrialization and of urbanization that is going on? What will be the 
effects of shorter working hours, of greatly increased opportunities for 
leisure and of a much easier way of life on future generations? Will there 
be greater similarity in the future in the way people work and are enter- 
tained and go about the business of living? And, if so, will this mean 
greater conformity in thinking as in other things? Such questions were, 
we thought, beyond our means of tackling. We hope others will be encou- 
raged to go on from where we have felt it necessary to leave off. 


In closing this report we wish to emphasize that we have no illusions 
about our competence to forecast accurately the economic prospects of 
this nation over the next quarter century, even on the basis of the premises 
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we have set forth. Assuredly, many things will happen and many events 
will occur that cannot now be foreseen which will result in important 
changes in the picture we have portrayed. However, we hope the attempt 
we have made to forecast the general direction in which the Canadian 
economy seems to be headed and the shape or structure of the economy 
that may emerge in twenty-five years’ time has helped to indicate a number 
of problems which should be dealt with. None of these problems may 
seem unduly serious, particularly if one compares Canada’s present relative 
prosperity and bright future prospects with economic conditions and 
prospects in most other countries of the world. Nevertheless, our future 
prospects will be enhanced if the right decisions are taken in dealing 
with the various problems we have noted; and, conversely, our prospects 
will be less bright if the. wrong decisions are made or if no action is taken 
with respect to some of them. 


We wish to emphasize again how important it is that Canadian 
policies should not be fixed or rigid. We have taken it for granted that 
they will be flexible and will be changed from time to time as conditions 
and circumstances demand. We have also assumed that we shall avoid 
policies which are contrary to sound economic sense. The adoption of 
policies designed to interfere with, or to frustrate, the natural flow of trade 
or of economic development could reduce or nullify the optimistic forecasts 
we have made. 


One of 6ur basic premises is that there will not be a serious depression 
or prolonged periods of mass unemployment during the next twenty-five 
years. In many circles there is still considerable lack of knowledge 
and suspicion about the instruments which are available to governments 
for stimulating employment or containing inflation and considerable mis- 
understanding about the limitations of such instruments. It was partly 
for this reason that we devoted the first part of this last chapter to a dis- 
cussion of this subject. As we have said, we believe the major preoccupation 
of the Federal Government in the field of domestic policy in the future 
will be the maintenance of economic stability throughout the nation. 


Finally, our forecasts have been predicated on the avoidance of global 
war in which nuclear weapons and intercontinental ballistic missiles would 
almost certainly be used. The developments which have been made in 
these instruments of mass destruction have been phenomenal, even during 
the short period of 212 years during which this Commission has been 
at work. There is every reason to expect that further developments in the 
future will be equally rapid, startling and frightening. If we are to avoid 
annihilation and the destruction of civilization as we know it, the main 
effort of all civilized peoples must be devoted to the creation of some 
kind of international organization with power to control these forces of 
destruction. That may seem a strange note on which to close a report 
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upon Canada’s economic prospects, which on certain assumptions are 
most promising. But the briefest reflection will remind us that there may 
be no future at all, if the forces for destruction in this mid-twentieth century 
are ever let loose. If these forces are controlled, if the other premises on 
which our forecasts are based are supported by events, if we are given 
leadership, flexible policies and a bit of luck — then, as we said in our 
Preliminary Report, “Canadians have every reason to look forward with 
optimism and confidence to the continued economic development of our 
country and to a rising standard of living in the years to come”’. 


ALL OF WHICH WE RESPECTFULLY SUBMIT FOR YOUR EXCELLENCY’S 
CONSIDERATION. 


SV aclen 


Chairman 
SOS as a 
tl. E. Groh, 


4S Zee, 


DAVo-Leban- 
Secretary and Director of Research November 28, 1957. 
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THE ORDER IN COUNCIL 
P.C. 1955-909 


Certified to be a true copy of a Minute of a Meeting 
of the Committee of the Privy Council, approved by 
His Excellency the Administrator on the 17th June, 1955. 


The Committee of the Privy Council have had before them a report 
from the Prime Minister stating that it is desirable that the Canadian 
people should be more fully informed of the long-term economic pros- 
pects of Canada, and that it is in the national interest to initiate, examine 
and publish studies of Canada’s economic potentialities, including develop- 
ments in productive capacity, the growth and distribution of the popu- 
lation, the direction and nature of our internal and external trade, progress 
in standards of living and expanding requirements for industrial and social 
capital. 


The Committee, therefore, on the recommendation of the Prime 
Minister, advise that: 
Walter Lockhart Gordon, Toronto, Ont.; 
Omer Lussier, Quebec, P.Q.; 
Albert Edward Grauer, Vancouver, B.C.; 
Andrew Stewart, Edmonton, Alta.; and 
Raymond Gushue, St. John’s, Nfld. 


be appointed Commissioners under Part 1 of the Inquiries Act (Chapter 
154 of the Revised Statutes of Canada, 1952), to inquire into and report 
upon the long-term prospects of the Canadian economy, that is to say, 
upon the probable economic development of Canada and the problems to 
which such development appears likely to give rise, and without limiting 
the generality of the foregoing, to study and report upon: 


a) developments in the supply of raw materials and energy sources; 


b) the growth to be expected in the population of Canada and the 
changes in its distribution; 


c) prospects for growth and change in domestic and external markets 
for Canadian productions; 


d) trends in productivity and standards of living; and 
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e) prospective requirements for industrial and social capital. 
The Committee further advise: 


That the Commissioners be authorized to exercise all the powers 
conferred on them by Section 11 of the Inquiries Act; 


That the Commissioners adopt such procedure and methods as they 
may, from time to time, deem expedient for the proper conduct of the 
inquiry and sit at such times and in such places in Canada as they 
may decide; 


That the Commissioners be authorized to engage the services of such 
counsel, staff, clerks and technical advisers as they may require at 
rates of remuneration and reimbursement to be approved by the 
Treasury Board; 


That the officers and employees of the departments of the Government 
of Canada render such assistance to the Commission as may be 
required for the inquiry; 


That the Commissioners be directed to report to the Governor in 
Council; and 


That Walter Lockhart Gordon be Chairman of the Commission and 
Douglas V. LePan be Secretary and Director of Research. 


R. B: BRYCE, 
Clerk of the Privy Council 
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to contribute the information, the opinions and the suggestions upon which 
the Commission’s report is based. 
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during the course of public hearings to present submissions and to give us 
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their views. To all those who appeared before us and contributed so fully 
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authorities in the cities of Halifax, Charlottetown, Fredericton, Edmonton, 
Calgary, Victoria and Quebec, as well as the University of Toronto and 
the President of the Exchequer Court of Canada for the fine arrangements 
which were made for the conduct of the hearings. We should also like to 
express our gratitude to the members of the press and to the news personnel 
of radio and television stations whose reporting of our activities has been 
most fair and whose suggestions have at all times been of value. 


Complementing the public side of our inquiry we have had prepared 
a number of studies in which prospective developments in various sectors 
of the Canadian economy are examined. In this work we also relied upon 
the assistance of a large number of organizations and individuals. Many of 
those who presented submissions were approached by members of our 
staff for additional information on various phases:of our work. Many 
industrial associations and particular companies in various fields have 
been most helpful in providing the information necessary for us to for- 
mulate our conclusions. Without exception, all of our inquiries have been 
met with sympathetic consideration and the utmost in co-operation. The 
many Federal Government departments and agencies which have provided 
information in connection with our studies have also been most co- 
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much of the work which we have undertaken. 


Quite a number of the studies which are listed in Appendix, C were 
prepared for the Commission by organizations and individuals who were 
not members of its staff. The names of these organizations and individuals 
appear in the appendix. To all of them we express our grateful thanks. In 
particular we are very deeply indebted to a number of organizations, which 
we shall refer to individually, which prepared studies for us, using entirely 
their own research personnel and without charge to us. Both of the prede- 
cessors of the Canadian Labour Congress have prepared studies for us. 
The former Trades and Labor Congress of Canada has contributed a study 
on Labour Mobility, and the former Canadian Congress of Labour, a 
study on the Probable Effects of Increased Mechanization in Industry. The 
Canadian Bank of Commerce has contributed a study on Industrial Con- 
centration; The Bank of Montreal a study on The Service Industries; The 
Bank of Nova Scotia a study on The Canadian Primary Iron and Steel 
Industry; and The Royal Bank of Canada a study on The Canadian Cons- 
truction Industry. A study of The Canadian Automotive Industry has been 
provided by The Sun Life Assurance Company of Canada. Mr. J. Grant 
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Glassco, F.C.A., of Clarkson, Gordon & Co., has contributed a study on 
Certain Aspects of Taxation Relating to Investment in Canada by Non- 
Residents and J. D. Woods & Gordon Limited has contributed a study on 
The Canadian Agricultural Machinery Industry. A study on Skilled and 
Professional Manpower in Canada, 1945-1965 has been prepared by the 
Canadian Department of Labour, while the Fisheries Research Board and 
the Economic Service of the Canadian Department of Fisheries have pre- 
pared a study on The Commercial Fisheries of Canada. To all of these 
who contributed so much at considerable expense to themselves, the Com- 
mission would like to express its gratitude publicly. 


The large task which has been ours would have been impossible with- 
out the very capable staff we were fortunate in assembling on short notice 
through the co-operation of governments, universities and other organi- 
zations which permitted members of their staffs to join in our endeavours. 
We would like to express our thanks to the University of Toronto for 
making available the services of Prof. Wm. C. Hood, to McGill University 
for the services of Prof. Irving Brecher, to the Ontario Agricultural College 
for the services of Prof. W. M. Drummond, to l’Université Laval for the 
services of Prof. Yves Dubé, to the University of Alberta for the services 
of Prof. W. Mackenzie and Mr. L. E. Poetschke, to the University of 
British Columbia for the services of Prof. Anthony Scott, to Queen’s Uni- 
versity for the services of Prof. D. W. Slater and to Yale University for the 
services of Prof. J. H. Young. We are grateful to the Standard Railway 
Equipment Manufacturing Co. (Canada) Limited for permitting Mr. J-C. 
Lessard to serve as Transportation Consultant and to the St. Lawrence 
Seaway Authority, which kindly deferred work Mr. Lessard was to have 
undertaken at the time he agreed to assist us. We are also indebted to the 
Government of the Province of Nova Scotia for making available to us 
Dr. R. D. Howland; to the International Monetary Fund for letting Mr. 
Roger V. Anderson join our staff; to the United Nations Organization and 
the National Research Council for the services of Mr. G. T. McColm; to 
the Canadian and Catholic Confederation of Labour for the services of Mr. 
Maurice Sauvé; and to Harris & Partners Limited for permitting Mr. D. H. 
Fullerton to serve on our staff and to Burns Brothers and Denton Limited 
for allowing Mr. H. A. Hampson time to assist us with the drafting of 
certain chapters of our report. We should also like to express our gra- 
titude to the Railway Association of Canada which permitted Mr. W. 
G. Scott to contribute to the study on Transportation in Canada, as well as 
to the Canadian National Railways for the services of Mr. J. D. Howe and to 
Trailmobile Canada Limited, which permitted Mr. Arthur F. Hailey to parti- 
cipate in this study. We are also indebted to the Canadian Pulp and Paper 
Association for the services of Mr. J. M. Smith, not only in connection with 
the study on The Outlook for the Canadian Forest Industries but also in pre- 
paring a study on Canadian Economic Growth and Development from 1939 
to 1955; to the Canadian International Paper Company for the services of 
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Dr. D. A. Wilson in connection with the study on the forest industries; to the 
Canadian Federation of Agriculture which permitted Dr. E. C. Hope to assist 
in preparing the study on Progress and Prospects of Canadian A griculture; to 
Central Mortgage and Housing Corporation for the services of Mr. J. V. 
Poapst; and to Clarkson, Gordon & Co. for the services of Mr. M. A. 
Mackenzie. In addition, we should like to acknowledge the assistance 
provided by the many Canadian Government departments which made 
available members of our staff on a full or part-time basis. Particular 
thanks are due to the Bank of Canada for putting at our disposal the 
services of several members of its research department and for affording 
us much further help and advice. 


Mr. B. M. Erb, Editorial Consultant to the Commission, has done a 
remarkably fine job for us in editing the reports and studies and in processing 
them through the printers. We are very grateful to the Queen’s Printer and 
to the Bureau of Translation for their close co-operation in the large task 
of publishing our report and studies. 


Finally, we should like to acknowledge the very competent work done 
by the staff of the Commission including the research, administrative, secre- 
tarial and clerical personnel. Their patience and persistence throughout 
many long hours has permitted us to accomplish in some measure the task 
that was set before us. 


We wish to make special mention of the services of Dr. John Davis, 
Mr. D. H. Fullerton, Professor Wm. C. Hood and Mr. S. S. Reisman, the 
four Assistant Directors of Research. Dr Davis was responsible for the 
various studies made of the resource industries and of the primary manu-. 
facturing industries. In addition to other responsibilities he was the 
principal adviser to the Commission on the sources and prospective 
demands for energy and prepared for us a study on this subject, Canadian 
Energy Prospects. Professor Hood was responsible for the statistical frame- 
work of the inquiry and the main aggregate forecasts. In addition he is 
preparing for us a study entitled Financing of Economic Activity in Canada. 
Professor Hood’s high professional qualifications and leadership qualities 
made a considerable contribution to the work of the staff. Mr. Fullerton 
was responsible for the studies made of the secondary manufacturing in- 
dustries. Mr. Reisman was responsible for the studies made of Canada’s 
international economic relations. In addition to these broad responsibilities, 
all four of the Assistant Directors made other contributions of great value 
to the work of the inquiry as a whole. We wish to make special mention 
also of Professor D. W. Slater, whose name appears on two of the Com- 
mission’s studies and who returned to give us valuable assistance in the 
closing months of our endeavours. 


We are grateful to Major N. A. Lafrance, our Administrative Secretary, 
to Mr. J. B. Claxton, our Counsel, and to Mr. W. A. MacKay, Assistant 
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Secretary to the Commission, who were responsible for making most of the 
arrangements for the hearings. They were extremely thoughtful in dealing 
with the problems of transportation and accommodation, and in arranging 
the order in which the witnesses should appear. Mr. MacKay also rendered 
valuable service to the Commission by preparing research memoranda 
which are reflected at a number of points in this report. We are also 
grateful to Mr. Maurice Sauvé, Assistant Secretary to the Commission, for 
helping to arrange the hearings in Quebec and Montreal and for supervising 
the heavy work of translating our voluminous documents. It is due to 
him that we have been able to publish English and French texts of our 
reports and studies concurrently and without delay. 


Finally, we wish to express our appreciation of the splendid work done by 
Mr. D. V. LePan, who has filled the double post of Secretary and Director 
of Research and about whom much of the work of the Commission has 
revolved. Mr. LePan, by his industry, patience and good humor, his sound 
judgment and rare intelligence, has made a contribution of the highest 
order to the conduct of our enquiries, to the planning of the research pro- 
gramme, to the co-ordination and completion of the studies and to the 
preparation of the report. To our great regret, because of illness he was not 
able to complete the task of drafting the whole of the report. However, 
throughout the preparation of the report, we were indebted to his broad 
understanding and sensitive appreciation of social and economic forces; and 
his great literary talents are reflected in the first eight chapters. We express 
our deep gratitude for his immensely valuable services and extend to him 
our best wishes in the career which lies ahead of him. 
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STUDIES FOR THE COMMISSION 
TO BE PUBLISHED SEPARATELY 


Output, Labour and Capital in the Canadian Economy — 
by Wm. C. Hood and Anthony Scott 

Canadian Energy Prospects — 
by John Davis 

Progress. and Prospects of Canadian Agriculture — 
by W. M. Drummond and W. Mackenzie 


-The Commercial Fisheries of Canada — 


by The Fisheries Research Board and The Economic 
Service of The Department of Fisheries of Canada 
The Outlook for the Canadian Forest Industries — 
by John Davis, A. L. Best, P. E. Lachance, 
S. L. Pringle, J. M. Smith, D. A. Wilson 
Mining and Mineral Processing in Canada — 
by John Davis 
Canadian Secondary Manufacturing Industry — 
by D. H. Fullerton and H. A. Hampson 
The Canadian Primary Iron and Steel Industry — 
by The Bank of Nova Scotia - 
The Canadian Automotive Industry — 
by The Sun Life Assurance Company of Canada 
The Canadian Agricultural Machinery Industry — 
by J. D. Woods & Gordon Limited 
The Canadian Industrial Machinery Industry — 
by Urwick, Currie Limited 
The Canadian Electrical Manufacturing Industry — 
by Clarence L. Barber 
The Electronics Industry in Canada — 
by Canadian Business Service Limited 
The Canadian Primary Textiles Industry — 
by National Industrial Conference Board (Canadian Office ) 
The Canadian Construction Industry — 
by The Royal Bank of Canada 
The Canadian Chemical Industry — 
by John Davis 
The Service Industries — 
by The Bank of Montreal 
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Probable Effects of Increasing Mechanization in Industry — 
by The Canadian Congress of Labour, now 
The Canadian Labour Congress 
Labour Mobility — 
by The Trades and Labor Congress of Canada, now 
The Canadian Labour Congress 
Skilled and Professional Manpower in Canada, 1945-1965 — 
by The Economics and Research Branch, Department 
of Labour, Canada 
Transportation in Canada — 
by J-C. Lessard 
Industrial Concentration — 
_ by The Canadian Bank of Commerce 
Housing and Social Capital — 
by Yves Dubé, J. E. Howes and D. L. McQueen 
Financing of Economic Activity in Canada — 
by Wm C. Hood, including A Presentation of National 
Transactions Accounts for Canada 1946-1954 
by L. M. Read, S. J. Handfield-Jones and 
F. W. Emmerson 
Certain Aspects of Taxation Relating to Investment in 
Canada by Non-Residents — 
by J. Grant Glassco of Clarkson, Gordon & Co., 
Chartered Accountants 
Consumption Expenditures in Canada — 
by David W. Slater 
Canada’s Imports — 
by David W. Slater : 
The Future of Canada’s Export Trade* — 
by Roger V. Anderson 
Canada - United States Economic Relations* — 
by Irving Brecher and S. S. Reisman 
Canadian Commercial Policy* — 
by J. H. Young 
Some Regional Aspects of Canada’s Economic Development — 
by R. D. Howland 
The Nova Scotia Coal Industry — 
by Urwick, Currie Limited 
Canadian Economic Growth and Development from 
1939 to 1955 — 
by J. M. Smith 


“ Prepared under the direction of S. S. Reisman. 
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HEARINGS 


THE COMMISSION held public hearings in 14 cities throughout Canada, 
including the capitals of all of the ten provinces. Of the submissions filed 
with the Commission, 260 were presented during the course of these 
hearings, which extended over a total of 50 days. 


In addition, members of the Commission travelled extensively in the 
Yukon Territory, the Northwest Territories and in Labrador, and through 
informal discussions with residents and officials in these areas learned at 
first hand about prospective developments in the Canadian North. 


Public hearings of the Commission were conducted in the following 


cities: 
St. John’s October 18, 1955. 
Halifax October 19-21, 1955. 
Charlottetown October 24, 1955. 
Fredericton October 26-27, 1955. 
Winnipeg November 14-16, 1955. 
Regina November 17-18, 1955. 
Edmonton November 21-23, 1955. 
Calgary November 24-25, 1955. 
Victoria November 28, 1955. 
Vancouver November 30 - December 2, 1955. 
Quebec January 16, 1956. 
Montreal January 18-20, 1956. 
Toronto January 23 - February 3, 1956. 
Montreal February 20-24, 1956. 


Ottawa February 27 - March 9, 1956. 
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SUBMISSIONS RECEIVED 


THE COMMISSION received some 330 submissions plus a number of 


supplementary documents which were received and filed as exhibits with 
the original submissions. Opinions in writing were also received from a 
number of other organizations and individuals supporting particular sub- 


missions or presenting their own views informally and to these, as well as 
to those who prepared and submitted briefs, the Commission is indebted 


for assistance. 


The following is a complete list of submissions received and filed as 


exhibits by the Commission. Each is listed by exhibit number and by the 
name of the person and organization that presented it. 


1 — Hon. J. R. Smallwood, Premier, and Mr. H. Carl Goldenberg, Counsel, the 
Government of the Province of Newfoundland. 

2 — Mayor L. A. Kitz, The City of Halifax. 

3—Mr. A. R. Harrington, Assistant General Manager, Nova Scotia Light and 
Power Company, Limited. 

4 — Hon. H. D. Hicks, Premier, and Hon. W. T. Dauphinee, Minister of Trade 
and Industry, The Government of the Province of Nova Scotia. 

5 — Mr. Stanton Sandford, President, Nova Scotia Federation of Agriculture. 

6 — Mr. Roland Sutton, Secretary, Nova Scotia Fruit Growers’ Association. 

7 — Mr. A. C. Carter, Director and General Manager, Cossor (Canada) Limited. 

8 — Mr. L. A. Forsyth, President, Dominion Steel and Coal Corporation, Limited, 
on behalf of Dominion Coal Company Limited; Old Sydney Collieries Limited; 
Cumberland Railway and Coal Company; Acadian Coal Company Limited. 

9 — Mr. L. A. Forsyth, President, Dominion Steel and Coal Corporation, Limited, 
— Memorandum in connection with the Primary Iron and Steel Industry of 
Nova Scotia. 

10 — Mr. L. A. Forsyth, President, Dominion Steel and Coal Corporation, Limited, 
— Past, Present and Future Prospects of the Transportation Factor in the 
Movement of DOSCO’s Products from Its Nova Scotia Operations. 

11 — Mr. Ben O’Neil, President, Local Union 1064, United Steelworkers of America. 

12— Mr. Thomas MacLachlan, President, District 26, United Mine Workers of 
America. 

13 — Mr. J. K. Bell, Secretary-Treasurer, Maritime Marine Workers’ Federation. 

14— Hon. A. W. Matheson, Premier, The Government of the Province of Prince 
Edward Island. 

15 — Mayor J. David Stewart, The City of Charlottetown. 

16 — Mr. J. L. Dewar, Secretary, The Prince Edward Island Federation of Agriculture. 

17 — Mr. L. F. Macdonald President, The Prince Edward Island Teachers’ Federation. 

18 — Hon. Hugh John Flemming, Premier, The Government of the Province of New 
Brunswick. 

19 — Mayor H. S. Wright, The City of Fredericton. 

20 — Mr. Nelson Mann, Executive Manager, The Atlantic Provinces Economic 
Council. 

21 — Mr. D. A. Elliot, President The New Brunswick Council of Labour, C.C.L. 

22 — Mr. E. H. Brewer, 1st Vice-President, The New Brunswick Teachers’ Asso- 
ciation. 
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23 — Mr. J. L. G. Cassidy, Director, New Brunswick Vocational Institute. 

24 — Hon. D. L. Campbell, Premier; Hon. R. D. Turner, Minister of Industry and 
Commerce; Hon. R. D. Robertson, Minister of Agriculture; The Government 
of the Province of Manitoba. 

Ex. 24A — The Government of the Province of Manitoba — (supplementary 


submission — ‘‘Processing of Agricultural Products in Manitoba’’). 
Ex. 24B — The Government of the Province of Manitoba — (supplementary 
submission — “‘Financing of Small Business in Manitoba’’). 


25 — Alderman Charles Simonite, Chairman, Finance Committee of the Council, 
The City of Winnipeg. 
Ex. 25A—Mr. M. S. Bubbis, General Manager, Greater Winnipeg Water 
District and Greater Winnipeg Sanitary District. 
26 — Mr. W. J. Parker, President, Manitoba Pool Elevators. 
27 — Mr. E. L. Brown, President and Managing Director, Sherritt Gordon Mines Ltd. 
28 — Mr. F. D. Shepherd, Executive Vice-President, The Mid-West Metal Mining 
Association. 
29 — Mr. J. D. Wilton, President, The Manitoba Federation of Agriculture and 
Co-operation. 
30 — Mr. J. N. Galonsky, Secretary-Treasurer, The Manitoba Farmers’ Union. 
31 — Mr. A. S. Leach, Chairman of the Board, The Winnipeg Grain Exchange. 
32 — Mr. C. F. Greene, Honorary Secretary, Manitoba Division, Community Plan- 
ning Association of Canada. 
33 — Mr. E. W. Thrift, Director, Metropolitan Planning Commission of Greater 
Winnipeg. 
34 — Mayor J. H. Chipperfield, Minnedosa; President, Manitoba Urban Associa- 
tion. 
35 — Hon. T. C. Douglas, Premier; Hon. I. C. Nollett, Minister of Agriculture; 
Hon. J. H. Brockelbank, Minister of Natural and Mineral Resources; Hon. 
“i M. Fines, Provincial Treasurer; The Government of the Province of Saskat- 
chewan. 
Ex. 35A — Hon. I. C. Nollett, Minister of Agriculture, The Government of 
the Province of Saskatchewan — (supplementary submission — 
*“Saskatchewan’s Agricultural Resources’’). 
Ex. 35B — The Government of the Province of Saskatchewan — (supple- 
mentary submission — Royal Commission on Agriculture and 
Rural Life — report — ‘‘2. Mechanization and Farm Costs’’). 
Ex. 35C — The Government of the Province of Saskatchewan — (supple- 
mentary submission — Royal Commission on Agriculture and 
Rural Life — report — ‘“‘1. The Scope and Character of the Inves- 
tigation’’). 
Ex. 35D —The Government of the Province of Saskatchewan — (supple- 
mentary submission — Royal Commission on Agriculture and 
Rural Life — report — “‘3. Agricultural Credit’). 
Ex. 35E— The Government of the Province of Saskatchewan — (supple- 
mentary submission — Royal Commission on Agriculture and 
Rural Life — report — ‘4. Rural Roads and Local Government’). 
Ex. 35F — The Government of the Province of Saskatchewan — (supple- 
mentary submission — Royal Commission on Agriculture and 
Rural Life — report — “‘5. Land Tenure’’). 
36 — Mayor L. H. Lewry, City of Moose Jaw. 
37 — Mayor L. H. Hammond, City of Regina. 
38 — Mr. L. B. Thomson, Director, P.F.R.A., Canada Dept. of Agriculture. 
Ex. 38A — Mr. L. B. Thomson, Director, P.F.R.A., Canada Dept. of Agri- 
culture (supplementary submission). 
39 — Mr. Olaf Turnbull, Director, Saskatchewan Farmers Union. 
40 — Mr. R. J. Henderson and Mr. I. E. Moore, Saskatchewan Federation of Labour 
(C.C.L.) and Saskatchewan Provincial Federation of Labour (T.L.C.). 
41 — Mr. E. J. Goos, Manager, The Prince Albert Chamber of Commerce on behalf of 
The Council of the City of Prince Albert. 
42 — Mr. E. J. Goos, Manager, The Prince Albert Chamber of Commerce. 
43 — Mr. J. H. Wesson, President, The Saskatchewan Wheat Pool. 
44 — Mr. M. A. MacPherson, Counsel, Saskatchewan Rivers Development Asso- 
ciation. 
45 — Mr. Alex Aitken, Manager, The Regina Chamber of Commerce, and Mr. H. A. 
Purdy, Executive Secretary, Saskatchewan Board of Trade. 
46 — Mr. W. E. Simpson, Counsel, Government of the Province of Alberta, Special 
submission by the Government of the Province of Alberta. 
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Ex. 


47 — Hon. E. C. Manning, Premier, and Hon. A. R. Patrick, Minister of Economic 
Affairs, Government of the Province of Alberta. 

Ex. 47A — Mr. J. J. Frawley, Special Counsel, Executive Council of Alberta, 
Government of the Province of Alberta — (supplementary sub- 
mission). 

48 — Mr. C. J. Anderson, Manager, on behalf of the Board of Trustees, Eastern 
Irrigation District, Brooks, Alta. 

49 — Mr. M. W. Mackenzie, President, Canadian Chemical & Cellulose Company, 
Ltd: 

50 — Mr. R. G. Robertson, Commissioner of the Northwest Territories. 

51 — Mayor G. A. Allen, Yellowknife, Municipal District of Yellowknife and Yellow- 
knife Board of Trade. | 

52 — Mr. F. H. Collins, Commissioner of the Yukon Territory. 

53 — Mr. C. E. White, General Manager, United Keno Hill Mines Ltd. 

54 — Mr. Harold Hine, Counsel and Director, The Board of Trade of the City of 
Whitehorse, Yukon Territory. 

55 — Mr. Roy Marler, President,The Alberta Federation of Agriculture. 

56 — Mayor Wm. Hawrelak, The City of Edmonton. 

57 — Mr. L. Gertler, Director and National Counsellor, The Community Planning 
Association of Canada, Alberta Division. 

58 — Dr. R. Hilton, President, Edmonton Branch, Alberta Institute of Agrologists. 

59 — Mayor D. H. MacKay, City of Calgary. 

60 — Mr. Lawrence E. Kindt, Lawrence E. Kindt & Associates, Consulting Econo- 
mists. 

61 — Mr. P. L. Kartzke, Chairman, Board of Governors, Canadian Petroleum Asso- 
ciation. 

Ex. 61A —Canadian Petroleum Association — (supplementary submission 
“Income Tax Applicable to the Oil and Gas Industry in Canada”). 

62 — Mr. E. D. Loughney, Vice-President, Canadian Gulf Oil Company. 

63 — Mr. W. C. Whittaker, Managing Director, The Coal Operators’ Association 
of Western Canada. 

64 — Mr. J. E. Brownlee, President, United Grain Growers Limited. 

65 — Mr. R. S. Munn, President, Burns & Co. Limited. 

66 — Mr. Ben S. Plumer, Chairman, Alberta Wheat Pool. 

67 — Mr. S. B. Slen, President, Lethbridge Branch, Agricultural Institute of Canada. 

68 — Mr. Charles Weir, Alberta Representative, Edmonton & Calgary Metal Workers, 
International Union of Mine, Mill and Smelter Workers (Canada). 

69 — Mr. Travers Smith, President, Cardston and District Sheepmen’s Association. 

70 — Mr. E. A. Hutchinson, The Calgary House Builders Association. 

71 — Mr. Glenn E. Neilson, President, Husky Oil & Refining Ltd. 

72 — Mr. Knut Magnusson, Fogelvik Farms, Innisfail, Alberta. 

73 — Hon. W. A. C. Bennett, Premier, and Hon. R. W. Bonner, Attorney General, 
Government of the Province of British Columbia. ; 

Ex. 73A — Government of the Province of British Columbia — (documentary 
submission). 

74 — Mayor C. L. Harrison, The City of Victoria. 

75 — Mayor Geo. Muir, Nanaimo, and Mr. D. M. Greer, Nanaimo Chamber of 
Commerce, The Corporation of the City of Nanaimo and Nanaimo Chamber 
of Commerce. 

76 — Mr. G. F. Dunn, President, The Victoria Chamber of Commerce. 

71 — Mr. J. W. Casey, Reeve, The Municipal Council of the Corporation of the 
District of Saanich. 

78 — Mr. J. R. Tolmie, Counsel, Northwest Power Industries Limited. 

79 — Mayor F. J. Hume, The City of Vancouver. 

80 — Mr. R. A. Mahoney, Management Research (Western) Ltd., Consultant for 
Forest Industry Associations of British Columbia, comprised of the following: 
British Columbia Loggers Association ; 

British Columbia Lumber Manufacturers Association; 

Canadian Pulp & Paper Association (Western Division) ; 

Consolidated Red Cedar Shingle Association; 

Interior Lumber Manufacturers Association; 

Northern Interior Lumbermen’s Association; 

Plywood Manufacturers Association of British Columbia ; 

The Truck Loggers Association. 

81 — Mr. P. R. U. Stratton, The Vancouver Housing Association. 

82 — Mr. B. Patterson, Planning Officer, The Municipal District of West Vancouver. 

83 — Mr. W. T. Lane, Chairman, The British Columbia Division of the Community 
Planning Association of Canada. 
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84 — Mr. J. C. Oliver, City Engineer of Vancouver and Member, The Technical 
Committe for Metropolitan Highway Planning (British Columbia). 

85 — Mr. C. D. Ovans, General Secretary, B.C. Teachers’ Federation. 

86 — Mr. E. J. Irwin, President, British Columbia Automobile Association. 

87 — oe Russell Baker, President and General Manager, Pacific Western Airlines 

Ha 

88 — ee ae J. Rogers, Managing Director, The White Pass and Yukon Corporation 

1mited. 

89 — Mr. G. F. Edwards, President, Senior Citizens’ Association of British Columbia. 

90 — Dr. H. V. Warren, British Columbia & Yukon Chamber of Mines. 

91 — Mr. G. W. G. McConachie, President, Canadian Pacific Air Lines Ltd. 

92 — Mr. S. Jenkins, President, Marine Workers and Boilermakers’ Industrial Union, 
Local 1, for the Committee of Maritime Unions, comprised of the following: 
Shipyard General Workers Federation; 

Grain Elevator Workers, Local 333; 
ete Longshoremen’s and Warehousemen’s Union, Locals 501, 507, 

93 — Mr. Charles N. Woodward, Vice-President, Woodward Stores Limited. 

94— Mr. E. L. Harrison, Vice-Chairman, The Fisheries Association of British 
Columbia. 

95 — Mr. Alan H. Williamson, Vice-President, Wood, Gundy & Company Ltd. 

96 — Mr. R. K. Gervin, General Secretary-Treasurer, Vancouver, New Westminster 
and District Trades and Labour Council. 

97— Mr. Homer J. Stevens, General Secretary-Treasurer, United Fishermen and 
Allied Workers Union. 

98 — Mr. J. W. Wilson, Executive Director, The Lower Mainland Regional Planning 
Board of British Columbia. 

99 — Mr. G. Sleath, Better B.C. Institute. 


. 100 — Mr. Neal Harlow, Librarian, The Library, The University of British Columbia. 
. 101 — Mr. S. J. Hammitt, President, Western Canada Steel Limited. 

. 102 — Mr. D. A. B. Murray, President, Downtown Business Association of Winnipeg. 
. 103 — Mr. I. Graham, President, Property Owners Association of Calgary. 

. 104 — Mayor W. Hamel, The City of Quebec. 

. 105 — Mr. J. Peter Nadeau, Director, Dairy Technicians Association. 

. 106 — Hon. C. Vaillancourt, Manager, Fédération des Caisses Populaires Desjardins 


de Québec. 


. 107 — Mr. F. G. Ferrabee, President, The Machinery and Equipment Manufacturers 


Association of Canada. 


. 108 — Mr. T. R. McLagan, President, Canada Steamship Lines Ltd. at 
. 109 — Mr. T. R. McLagan, President, The Canadian Shipbuilding and Ship Repairing 


Association. 


. 110 — Maj. Gen. G. B. Howard, Executive Vice-President and General Manager, 


Canadian Industrial Preparedness Association. 


. 111 — Mr. R. M. Fowler, President, Canadian Pulp and Paper Association. 

. 112 — Mr. E. Howard Smith, President, Howard Smith Paper Mills Limited. 

. 113 — Mr. Donald Gordon, Chairman and President, Canadian National Railways. 

. 114— Mr. N. R. Crump, President, Canadian Pacific Railway Company. 

. 115 — Mr. G. R. McGregor, President, Trans-Canada Air Lines. 

. 116 — Mr. W. G. Miller, President, Montreal Locomotive Works, Ltd. 

. 117— Mr. E. J. Cosford, President, Canadian Car & Foundry Company Limited. 

. 118 — Mr. A. P. Shearwood, Chairman and Chief Executive Officer, National Steel Car 


Corporation, Limited. 


. 119 — Mr. J. G. Notman, President and General Manager, Canadair Limited. 

. 120 — Mr. A. L. Stein, Counsel, The Montreal Dress Manufacturers’ Guild. 

. 121 — Mr. Vernon E. Johnson, President, Canadian International Paper Company. 

. 122 — Mr. F. G. Gardiner, Chairman of the Council, The Municipality of Metropolitan 


Toronto. 


. 123 — Mayor Nathan Phillips, The City of Toronto. ; 
. 124 — Dr. Solomon Barkin, Director of Research, Textile Workers Union of America, 


— C.C.L. - C.1.0. 


. 125 — Mr. J. R. White, President, Imperial Oil Limited. phe 
. 126 — Mr. M. S. Beringer, President, British American Oil Company Limited. 
. 127 — Mr. D. W. Ambridge, President, and General Manager, Abitibi Power & Paper 


Company Limited. 


. 128 — Prof. J. K. Galbraith, Harvard University. 
. 129 — Mr. V. C. Wansbrough, Vice-President and Managing Director, Canadian Metal 


Mining Association. 


. 130 — Mr. M. S. Fotheringham, Director, Ontario Mining Association. 


485 


486 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


. 131 — Mr. H. L. Roscoe, Vice-President, Noranda Mines, Limited. 

. 132 — Mr. F. 

. 133 — Mr. H. S. Scott, Chief Geologist, Aeromagnetic Surveys Limited. 

. 134 — Mr. H. S. Wingate, President, The International Nickel Company of Canada, 


M. Connell, President, Conwest Exploration Limited. 


Limited. 


. 135 — Mr. T. Lindsley, Chairman cf the Board, Ventures Ltd. 

. 136 — Mr. James Stewart, President, The Canadian Bank of Commerce. 

. 137 — Prof. Vincent Bladen, University of Toronto. 

. 138 — Mr. J. F. Brown, Secretary, The Saskatchewan Federation of Agriculture. 

. 139 — Hon. Leslie M. Frost, Prime Minister, Government of the Province of Ontario. 
. 140 — Dr. Richard L. Hearn, Chairman, Hydro-Electric Power Commission of Ontario. 


Ex. 140A — Dr. Richard L. Hearn, Chairman, Hydro-Electric Power Com- 
mission of Ontario. — (supplementary submission}. 


. 141 — Mr. S. M. Blair, President, Canadian Bechtel Limited. 
. 142 — Mr. C. H. Millard, Canadian Directcr, United Steelworkers of America. 
_ 143 — Mr. C. S. Jackson, President, District 5 Council, United Electrical Radio and 


Machine Workers of America, (U.E.) — Canadian Section. 


. 144 — Mr. W. F. McLean, President, Canada Packers Limited. 

. 145 — Mr. Donald G. Smith, Field Secretary, Credit Union National Association. 

. 146 — Mr. C. W. McInnis, President, Ontario Hog Producers’ Association. 

_ 147 — Mr. David S. Holbrook, Executive Vice-President, Algoma Steel Corporation, 


Limited. 


. 148 — Mr. H. G. Hilton, President, The Steel Company of Canada Ltd. 
_ 149 — Mr. A. G. Wright, President, Dominion Foundries & Steel Ltd. 
_ 150 — Mr. Gordon Hamblin, President, Confectionery, Chocolate & Cocoa Industries 


of Canada. 


._151—Mr. James S. Duncan, Chairman and President, Massey-Harris-Ferguson 


Limited. 


. 152 — Mr. R. B. Bradley, President, International Harvester Company of Canada, 


Limited. 


_ 153 — Mr. N. R. Crawford, President, Dow Chemical of Canada, Limited. 

. 154 — Mr. W. M. V. Ash, President, Shell Oil Company of Canada Limited. 

_ 155 — Mr. R. M. Sale, President, Ford Motor Company of Canada, Limited. 

. 156— Mr. E. C. Row, President and General Manager, Chrysler Corporation of 


Canada, Limited. 


. 157— Mr. J. M. Pigott, President, Pigott Construction Company Limited. 
- 158 — Mr. L. J. McGowan, Vice-President and General Manager, The Foundation 


Company of Canada Limited. 


_ 159 — Mr. P. N. Gross, President, Gypsum, Lime and Alabastine, Canada, Limited. 
_ 160 — Mr. G. T. Klager, President and Managing Director, Dominion Woollens and 


Worsteds Limited. 


_ 161 — Mr. H. M. Turner, President, Canadian Electrical Manufacturers Association. 
_ 162 — Mr. J. H. Goss, President, Canadian General Electric Company Limited. 
. 163 — Mr. J. M. Thompson, Vice-President and Comptroller, Canadian Westinghouse 


Company Ltd. 


_ 164— Mr. O. W. Titus, Vice-President and General Manager, Canada Wire & Cable 


Company Limited. 


. 165 — Dr. W. H. Watson, Director, The Computation Centre, University of Toronto. 
. 166 — Mr. J. G. Glassco, Clarkson, Gordon & Co. 

. 167 — Mr. E. G. Burton, President, Simpsons Limited. 

. 168 — Mr. F. H. Kortwright, President, The Conservation Council of Ontario. 

_ 169 — Mr. D. N. Kendall, President, The Photographic Survey Corporation Limited. 
. 170 — Dr. G. Ross Lord, The Association of Professional Engineers of the Province 


of Ontario. 


. 171 — Mr. J. S. Duncan, Chairman, The Dollar Sterling Trade Council. 


Ex. 171A — The Dollar Sterling Trade Council — (supplementary submission, 
summary of brief). 


. 172 — Mr. P. J. Chadsey, Chairman, The Security Analysts’ Association of Toronto. 
. 173 — Mr. J. D. Cowan, President, Canadian Importers and Traders Association, Inc. 
. 174 — Mr. Irving Fairty, General Counsel, Toronto Transit Commission on behalf of 


Canadian Transit Association. 


_ 175 — Mr. G. B. Smith, Manager and Secretary, The Rubber Association of Canada. 
_ 176 — Mr. R. C. Berkinshaw, President and General Manager, The Goodyear Tire & 


Rubber Company of Canada, Limited. 


_ 177 — Mr. Crawford Gordon Jr., President and General Manager, A. V. Roe Canada 


Limited. 


. 178 — Mr. Harold Evans, President, The Canadian Machine Tool Builders Association. 


Ex. 
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179 — Hon. C. E. Mapledoram, Minister of Lands and Forests, Ontario, and Mr. 
G. C. Wardrope, M.L.A., on behalf of Northwestern Ontario Associated Cham- 
bers of Commerce, Northwestern Ontario Municipal Association, and North- 
western Ontario Development Association. 


. 180 — Mayor Jean Drapeau, The City of Montreal. 

. 181 — Mr. H. R. Crabtree, President, Primary Textiles Institute. 

. 182 — Mr. G. B. Gordon, President, Dominion Textile Company Limited. 

. 183 — Mr. L. C. Bonnycastle, President, Canadian Cottons Limited. 

. 184 — Mr. Drummond Giles, President and General Manager, Courtaulds (Canada) 


Limited. : 


. 185 — Mr. Gerald L. Bruck, President, Bruck Mills Limited. 
, 186 — Mr. Francois E. Cleyn, Managing Director, Leach Textiles Limited. 
. 187 — Mr. Gordon R. Ball, President, Bank of Montreal. 


. 188 — Dr. R. H. Common, The Canadian Food Technologists Association. 

. 189 — Dr. Come Carbonneau, Gourd-Riverin Syndicate. 

. 190 — Mr. Sam Steinberg, President and Managing Director, Steinberg’s Limited. 

. 191— Mr. Raymond Dupuis, President and Managing Director, Dupuis Freres, 


Limitée. 


. 192 — Mr. Bruce A. C. Hills, Vice-President, The Canadian Management Council. 
. 193 — Mr. W. H. Durrell, General Manager, Hollinger-Hanna Limited, on behalf of: 


Iron Ore Company of Canada; 
Hollinger North Shore Exploration Company Limited; 
Labrador Mining and Exploration Company Limited. 


. 194— Mr. A. L. Penhale, President and Managing Director, Asbestos Corporation 


Limited. 


. 195 — Mr. Bernard Shane, Vice-President, International Ladies’ Garment Workers’ 


Union. 


. 196 — Mr. R. E. Powell, President, Aluminum Company of Canada, Ltd. 
. 197 — Mr. W. Taylor-Bailey, President and Managing Director, Dominion Bridge 


Company, Limited. 


. 198 — Mr. Roger Regimbald, Director, L’Association Professionnelle des Industriels. 
. 199 — Mr. G. Harold Fiske, President, The Canadian Forestry Association. 


Ex. 199A — Mr. J. L. Van Camp, General Manager, Canadian Forestry Asso- 
ciation (supplementary submission). 


. 200 — Mr. J. M. Breen, President and General Manager, Canada Cement Company 


Limited. 


. 201 — Mr. W. N. Hall, Executive Vice-President, Dominion Tar & Chemical Company, 


Limited. 


. 202 — Dr. J. R. Donald, President, J. T. Donald & Co. Limited. 

. 203 — Mr. H. H. Lank, President, Du Pont Company of Canada Limited. 

. 204 — Mr. H. Greville Smith, President, Canadian Industries Limited. 

. 205 — Dr. R. S. Jane, Vice-President, Shawinigan Chemicals Limited. 

. 206 — Mr. Eliot S. Frosst, President, Charles E. Frosst & Co. 

. 207 — Mr. F. R. Deakins, President, RCA Victor Company, Ltd. 

. 208 — Mr. R. D. Harkness, President, Northern Electric Company Limited. 

. 209 — Mr. K. R. Patrick, President and Managing Director, Canadian Aviation Elec- 


tronics Ltd. 


. 210 — Mr. S. M. Finlayson, President, Canadian Marconi Company. __ 
. 211 — Mr. D. G. Schacter, Chairman, National Federation of Canadian University 


Students Scholarship Committee of Sir George Williams College. 


. 212 — Mr. Fridolin Simard, President, L’Union des Municipalités de la Province de 


Québec (preliminary submission). 
Ex. 212A — L’Union des Municipalités de la Province de Québec. 


. 213 — Mr. Roméo Martin, President, Le Conseil de la Coopération du Québec. 
. 214— Mr. Claude Jodoin, President, The Trades and Labor Congress of Canada 


and Mr. A. R. Mosher, President, the Canadian Congress of Labour (joint 
submission). 


_ 215 — Mr. H. V. Lush, Vice-President, The Canadian Manufacturers’ Association. 
. 216 — Mr. J. R. Hughes, President, The Investment Dealers’ Association of Canada. 
. 217 — Mr. J. David Stewart, Mayor of Charlottetown, P.E.I. and President, Canadian 


Federation of Mayors and Municipalities. 


_ 218 — Mr. W. C. Norris, Chairman of the Board and President, Canadian Trucking 


Associations, Inc. 


_ 219 — Mr. Camille Archambault, Assistant to the President and Director of Public 


Relations, L’Association du Camionnage du Québec Inc. 


. 220 — Mr. Roy Halliday, President, The Canadian Lumbermen’s Association. 
_ 221 — Mr. J. W. B. Sisam, President, The Canadian Institute of Forestry. 
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_ 222 — Mr. Walter C. Koerner, President, Alaska Pine & Cellulose Limited. 

_ 223 — Mr. R. L. Weldon, President, Bathurst Power & Paper Company Limited. 

. 224 — Mr. J. G. Crean, President, The Canadian Chamber of Commerce. 

. 225 — Mayor Charlotte Whitton, The City of Ottawa. 

. 226 — Miss Charlotte Whitton, Mayor, City of Ottawa (personal submission). 
_227—Mr. C. A. Pollack, President, Radio-Electronics-Television Manufacturers 


Association of Canada. 


. 228 — Mr. R. M. Brophy, President, Philips Canadian Industrial Development Com- 


pany Limited. 


_ 229 — Mr. Harry D. Greb, President, The Shoe Manufacturers’ Association of Canada. 
. 230 — Mr. W. J. LeClair, President, Canadian Federation of Property Owners’ Asso- 


ciations. 


_ 231 —Dr. J. C. Griffin, General Director, Canadian Mental Health Association. 
_ 232 — Mr. W. Gordon Wood, First Vice-President, Canadian Tourist Association. 
_ 233 — Mr. R. F. Legget, Chairman, Associate Committee on the National Building 


Code, National Research Council. 


. 234 — Mr. J. Norman Hyland, President, Fisheries Council of Canada. 
. 235 — Mr. Ralph S. Staples, President, The Co-operative Union of Canada and Mr. Leo 


Bérubé, Secretary, Le Conseil Canadien de la Coopération (joint submission). 


. 236 — Mr. Peter Martin, President, N.F.C.U.S. and Mr. Harry Arthurs, Chairman, 


National Scholarship Committee of the National Federation of Canadian 
University Students. 


. 237 — Mr. A. M. MacKay, Chairman, The Maritimes Transportation Commission. 
. 238 — Mr. R. F. Chisholm, Chairman, Canadian Conference on Wholesale Distri- 


bution. 


_ 239 — Mr. Leslie Morris, Organizational Secretary, Labour-Progressive Party. 
. 240 — Mr. H. H. Hannam, President and Managing Director, The Canadian Federation 


of Agriculture. 


. 241 — Mr. Lloyd Jasper, President, The Ontario Federation of Agriculture. 

. 242 — Mr. H. K. Leckie, Secretary, The Meat Packers Council of Canada. 

. 243 — Mr. Arthur May, Managing Director, The Institute of Edible Oil Foods. 

_ 244 — Mr. Lewis J.-B. Forbes, President, The Canadian Association of British Manu- 


facturers and Agencies. 


_ 245 — Dr. J. R. Mutchmor, Secretary, Board of Evangelism and Social Service, The 


United Church of Canada. 


. 246 — Mrs. H. R. Kemp, Vice-President, The Canadian Association of Consumers. 

. 247 — Mr. Stewart Bates, President, Central Mortgage and Housing Corporation. 

. 248 — Mr. A. G. Bailey, Vice-President and Director, Bailey Selburn Oil & Gas Ltd. 
. 249 — Mr. Nels Thibeault, President, International Union of Mine, Mill and Smelter 


Workers in Canada. 


_ 250 — Dr. W. A. Mackintosh, Chairman, Finance Committee, The National Conference 


of Canadian Universities. 


. 251 — Mr. T. W. Eadie, Chairman, The Trans-Canada Telephone System. 

. 252 — Mr. E. M. Henry, Consultant, The Township of Trafalgar, Ontario. 

. 253 — Mr. E. C. Gill, President, The Canadian Life Insurance Officers’ Association. 

. 254 — Mr. A. Turner Bone, President, The Canadian Construction Association. 

_ 255 Mr. W. A. Dempsey, Regional Supervisor, Ontario Division, Community 


Planning Association of Canada. 


. 256 — Mr. J. L. Van Camp, The Canadian Conservation Association. 

. 257 — Mr. Gilbert A. LaBine, President, Gunnar Mines Limited. 

. 258 — Mr. G. G. Croskery, Secretary-Treasurer, Canadian Teachers’ Federation. 

. 259 — Mr. Ernest Smith, General Representative, A.U.C., and Chairman, C.A.R., 


Amalgamated Unions of Canada and Canadian Association of Railwaymen. 


. 260 — Mr. L. A. Wright, General Secretary, The Engineering Institute of Canada. 
. 261 — Mr. J. A. Wilson, Chairman, Board of Governors, The Canadian Tax Founda- 


tion. 


. 262 Dr. E. W. R. Steacie, President, National Research Council. 
. 263 — Professors G. E. Britnell, V. C. Fowke, Mabel F. Timlin and K. A. H. Buckley, 


University of Saskatchewan. 


. 264 — Mr. T. B. Fraser, The Chamber of Commerce of the District of Baie Comeau, 


supported by the Eastern and Western Chambers of ‘“‘the North Shore’, Saguenay 
County, Que. and also by the Chamber of Commerce of the South Shore. 


. 265 — Prof. Albert Faucher, The Committee on Industrial Development for the Federa- 


tion of Abitibi Chambers of Commerce. 


. 266 — Mr. H. V. Lush, Chairman, Council of Profit Sharing Industries. 

. 267 — Miss Gladys J. Sharpe, President, Canadian Nurses’ Association. 

. 268 — Prof. V. C. Fowke, President, Canadian Association of University Teachers. 

. 269 — Mr. H. G. Dustan, Chairman, Newfoundland Fisheries Development Authority. 


APPENDIX F 


. 270 — Mr. Eric Harvey, Secretary Manager, The Newfoundland Fish Trades Associa- 


tion of Newfoundland. 


. 271 — Mr. L. R. Brooks, Assistant Manager, Newfoundland Associated Fish Exporters 


Limited. 


. 272 — Mr. Arthur Edgecombe, Chairman, Newfoundland Branch, Canadian Manu- 


facturers’ Association, Inc. 


. 273 — Mr. Arthur Johnson, The Vice-President for Newfoundland of Atlantic Provinces 


Economic Council. 


. 274 — Mr. H. Herlof Smith, Industrial and Port Commissioner, The Saint John Board 


of Trade. 


. 275 — Mr. Leander Manley, Secretary Manager, Canadian Pulp and Paper Association 


(Western Division). 


. 276 — Mr. J. A. Cameron, President, Western Canada Reclamation Association. 


Ex. 276A — Mr. G. _O’Shaughnessy, Secretary-Manager, Western Canada 
Reclamation Association, on behalf of British Columbia Section, 
Western Canada Reclamation Association. 


. 2717 —Mr. R. H. A. Lacey, Executive Secretary, The Medicine Hat Chamber of 


Commerce. 


. 278 — Mr. E. Knutson, President, Saskatchewan Motor Dealers’ Association. 
. 279 — Mr. C. K. Bantock, Manager, The British Columbia Chamber of Commerce. 
. 280 — Mr. R. E. Walker, Manager, Retail Merchants’ Association (Saskatchewan) 


Incorporated. 


. 281 — Mr. R. T. Rose, General Manager, The Vancouver Board of Trade. 

, 282 — Mr. J. Schulz, Chairman, The Interprovincial Farm Union Council. 

. 283 — Mr. Cecil Lamont, President, The North-West Line Elevators Association. 

_ 284 — Mr. Charles Crate, Corresponding Secretary and Research Director, The Yellow- 


knife District Miners’ Union, Local 802, International Union of Mine, Mill 
and Smelter Workers (Canada). 


. 285 — Mr. G. L. Knox, President, The California Standard Company. 
. 286 — Mr. D. C. Campbell, President, The Canadian Association of Equipment 


Distributors. 


_ 287 — Mr. Hugh T. Lemon, Secretary-Treasurer, The Town Planning Institute of 


Canada. 


_ 288 — Mr. H. J. Badden, Secretary-Treasurer, The Canadian Truck Trailer Manu- 


facturers’ Association. 


_ 289 — Mr. J. Fewlry, General Secretary, Committee Examining Need for Engineering 


Society proposed to be called “‘The Chartered Engineers of Ontario”. 


. 290 — Mr. J. P. Nowlan, Vice-President, McPhar Geophysics Limited. 
. 291 — Mr. Jules Breton, Manager, L’Association Forestiére Québecoise, Inc. 
_ 292 — Mr. L. Z. Rousseau, La Faculté d’Arpentage et de Génie Forestier et Le Fonds 


de Recherches Forestiéres de |’Université Laval. 


_ 293 — Mr. T. J. Allard, Executive Vice-President, The Canadian Association of Radio 


and Television Broadcasters. 


_ 294 — Mr. J. Mitchell, President, The Canadian Industrial Traffic League (Incorporated). 
. 295 — Mr. W. A. Wecker, President, General Motors of Canada, Limited. 
_ 296 — Mr. R. Davidson, General Manager, National Association of Master Plumbers 


and Heating Contractors of Canada, Inc. 


. 297 — Miss E. G. MacGill, Consulting Engineer, Toronto, Ont. 

. 298 — Messrs. T. R. Bleiler and J. W. Goodall, Fort Simpson, N.W.T. 

_ 299 — Mr. E. L. R. Williamson, Consulting Economist, Brockville, Ont. 

. 300 — Mr. R. P. Sparks, Tariff Consultant, Ottawa, Ont. 

_ 301 — Messrs. Geo. Bevington and H. E. Nichols, Edmonton, Alta. 

. 302 — Mr. P. J. Perry, Winnipeg, Man. 

. 303 — Mr. Walter K. Gross, Vancouver, B.C. 

. 304 — Mr. W. T. House, West Gravenhurst, Ont. 

_ 305 — Mr. C. M. Campbell, Consulting Mining Engineer, Vancouver, B.C. 

- 306 — Mr. D. F. MacRae, Director, Department of Industrial Research Services, 


Ontario Research Foundation. 


. 307 — Mr. David Peddie, Vancouver, B.C. 
. 308 — Mr. P. Ackerman, Consulting Electrical Engineer, Montreal, P.Q. 


Ex. 308A — Mr. P. Ackerman, Consulting Electrical Engineer, Montreal, P.Q. 
(supplementary submission). 


_ 309 — Messrs. C. Ross Anderson, Frank R: Chapman Jr. and associates, Toronto, Ont. 
. 310 — Mr. Dan McCallum, Vancouver, B.C. 

. 311 — Mr. W. M. Mercer, President, Wm. M. Mercer Limited. 

- 312 — Miss Marion Gilroy, Convenor, Libraries and Creative Arts Committee, The 


Canadian Federation of University Women. 


_ 313 — Mr. P. R. Robinson, Manager, The Canadian Food Processors Association. 489 
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Ex. 


. 314 — Mr. F. G. Ardouin, President, The Professional Institute of the Public Service 


of Canada. 


. 315—Mr. André Scipio, Chairman, Committee for Brief on Canada’s Economic 


Prospects, Canadian Exporters’ Association. 


. 316 — Mr. George Mansfield, Manager, Periodical Press Association. 
. 317 — Mr. G. R. Fanset, Industrial Commissioner, The Industrial Development Board 


of Greater Winnipeg. 


. 318 — Mr. D. S. Keen, Secretary, The Canadian Institute of Stove and Furnace Manu- 


facturers. 


. 319 — Mr. R. W. Nesbitt, Secretary, The Mining Association of British Columbia. 
. 320 — Mr. W. E. Hobbs, Winnipeg. 
. 321 — Mr. F. H. Hall, Chairman Negotiating Committee, Associated Unions Repre- 


senting Non-Operating Railway Employees. 


. 322 — Mr. J. R. Kidd, Director, Canadian Association for Adult Education. 

. 323 — Mr. H. T. Renouf, Manager, The Newfoundland Board of Trade. 

. 324 — Dr. C. H. Goulden, President, Agricultural Institute of Canada. 

. 325 — Mr. S. W. Eakins, Executive Secretary and Treasurer, Association of Ontario 


Mayors and Reeves, 


. 326 — Mr. André Gariépy, Head of the Secretariat, L’Union des Mutuelles-Vie Fran- 


caises d’Amérique. 


. 327 — Mr. J.-B. Lemoine, General President, L’Union Catholique des Cultivateurs. 
_ 328 — Mr. Fridolin Simard, President, La Chambre de Commerce de la Province de 


Québec. 
_ 329 — Mr. I. C. Pollack, Chairman, Committee for preparation of Brief, La Chambre 


de Commerce de Québec. c 
Ex. 329A — La Chambre de Commerce de Québec (supplementary submission 
— maps and graphs). | 


330 — Mr. P. Grenier, Industrial Commissioner, Le Conseil d’Orientation Economique, 
Saguenay-Lac St-Jean. 


Appendix G 


DIVISION OF MANUFACTURING CLASSIFICATION 
BY SUB-GROUPS 


Primary Secondary 
Foods and beverages 


Canning and processing 
Dairy products 
Grain mill products 
Meat products 
Bakery products 
Beverages 
Other food industries 


Am mM OM 


mm PS 


Tobacco and tobacco products 
< Tobacco, cigars and cigarettes 
x Tobacco processing and packing 


Rubber products 


Leather products 


Footwear, leather 

Gloves and mittens, leather 
Leather tanning 

Other leather industries 


mM MM 


Textile products (except clothing) 


Cotton goods 

Woollen goods 

Synthetic textiles and silk 
Other primary textiles 
Other textile industries 


~ mr mM 


Clothing (textile and fur) 


Men’s, women’s and children’s clothing 
Knitted goods 
Miscellaneous clothing 


mmx 


Wood products 


x Saw and planing mills 
x Furniture 
x Other wood industries 


Paper products 


X Pulp and paper 

Boxes and bags, paper 
Roofing paper 
Miscellaneous paper goods 


mm mM 


Printing, publishing and allied industries 


Commercial printing 
Engraving, stereotyping and allied industries 
Printing and publishing 


mw mM 
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Primary Secondary (Continued) 


PS md PO DK OD OP OK OP OOO 


mx mK MK mM mK mM OM OK mr mM mM PM OK OO OK 


~ mm mK OK OK OM OM 


nm 


Iron and steel products 


Agricultural implements 

Boilers, tanks and platework 

Bridge building and structural steel 
Castings, iron 

Hardware, tools and cutlery 

Heating and cooking apparatus 
Machinery, household, office and store 
Machinery, industrial 

Machine shops 

Machine tools 

Primary iron and steel 

Sheet metal products 

Wire and wire goods 

Miscellaneous iron and steel products 


Transportation equipment 


Aircraft and parts 

Bicycles and parts 

Boat building 

Carriages, wagons and sleighs 
Motor vehicles 

Motor vehicle parts 

Railway rolling stock 
Shipbuilding 


Non-ferrous metal products 


Non-ferrous metal smelting and refining 


Aluminum products 

Brass and copper products 

Jewellery and silverware 

White metal alloys 

Miscellaneous non-ferrous metal products 


Electrical apparatus and supplies 


Batteries 

Radios and radio parts 

Refrigerators, vacuum cleaners and appliances 
Machinery, heavy electrical 

Miscellaneous electrical apparatus and supplies 


Non-metallic mineral products 


Abrasives, artificial 
Cement, hydraulic 


Salt 

Stone products 

Asbestos products 

Clay products from domestic clay 
Clay products from imported clay 
Concrete products 

Glass and glass products 

Gypsum products 

Lime 

Sand-lime brick 

Miscellaneous non-metallic mineral products 


Products of petroleum and coal 


Coke and gas products 
Petroleum products ; 
Miscellaneous products of petroleum coal 
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Primary Secondary (Concluded) 


Chemicals and allied products 


Acids, alkalis and salts 
Fertilizers 
Primary plastics 
Medicinal and pharmaceutical preparations 
Paints, varnishes and lacquers 
Soaps, washing compounds and cleaning preparations 
Toilet preparations 
Vegetable oils 
Other chemical industries 
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Miscellaneous industries 


Brooms, brushes and mops 

Clocks, watches and watch cases 
Fountain pens and pencils 

Musical instruments 

Plastic products 

Scientific and professional equipment 
Sporting goods 

Toys and games 

Typewriter supplies 

Other miscellaneous industries 


Pt a a a a a 


If the above classification is applied to manufacturing industry statistics for the year 
1953, the following totals are obtained: 


Total employees Total earnings Value-added Gross Value of Production 
(thousands) ($ million) ($ million) ($ million) 
Primary 
285.2 851.0 2,017.0 5,495.0 
21507 IRS GE 2G 30.9% 
Secondary 
1,042.3 3,106.0 5,976.0 12,290.0 
78.5% 78.5% 74.8% 69.1% 
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TAXATION OF THE OIL AND GAS INDUSTRY 


THE COMMISSION did not undertake an exhaustive study of the effects 
which taxation of personal and corporate incomes have had and are 
having upon investment in primary and other industry in Canada. How- 
ever, we did arrange for a study, Certain Aspects of .Taxation Relating to 
Investment in Canada by Non-Residents, to be prepared, and this may be 
referred to by those interested in these matters. A number of qualified 
witnesses appeared before us in the course of our public hearings and 
expressed views on this and related subjects. It seems clear from the evi- 
dence that taxation of personal and corporate incomes at present rates 
does create problems respecting investment by Canadians in Canadian 
industry. This seems to be true in particular in the oil and gas industry, on 
which we heard many submissions and proposals. While, therefore, we do 
not propose to offer suggestions or to comment upon taxation policies in 
general, it may be helpful if we report our conclusions respecting the 
taxation of this one industry, the potential growth and importance of which 
seems hardly yet to be realized by many people in this country. 


Three important criticisms were offered of our tax system insofar as 
the oil and gas industry is concerned, namely: 


(a) Canadians are at a disadvantage vis-a-vis the United States 
operators in the Canadian oil and gas field. 


(b) Certain acquisition and property costs are not allowed as 
deductions in computing taxable income. 


(c) The method of computing depletion allowances is not as favour- 
able in Canada as in the United States and, furthermore, it gives 
a substantial advantage to the large integrated oil companies as 
compared with the independent producers. (Mining companies 
which are engaged in the exploration and development end of 
the oil and gas industry enjoy the same advantage under our 
tax laws.) 


Very generous tax treatment is given in the United States to individuals 
and to companies who invest in the oil and gas industry. For example, an 
individual with a large income, part of which is taxable at rates of, say, 
80 per cent or even higher, may invest in oil wells and deduct any part 
of his expenditure which proves to be unproductive from the amount of 
his income which is subject to tax. This means that it costs such an indivi- 
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dual only 20 cents or less out of every dollar which he spends unsuccess- 
fully in looking for oil either within the confines of the United States or 
elsewhere; the balance is a special tax concession under the United States 
tax laws. Similarly the established United States oil companies, which 
spend by far the largest sums in exploration and development work through- 
out the world, receive very favourable tax treatment in comparison with 
other United States industries. To this extent the United States govern- 
ment may be said to be encouraging a world-wide search for oil by United 
States citizens and United States oil companies. This quite obviously is a 
perfectly reasonable and proper course for the United States authorities to 
adopt if they so wish. Undoubtedly their policy has provided a tremendous 
stimulus to the United States oil and gas industry as a result of which great 
discoveries have been made and great developments have occurred in many 
parts of the world, including Canada, which otherwise would not have 
happened or, at least, would not have happened nearly so quickly. It is 
quite true that these tax policies place United States citizens and United 
States oil companies in a preferred position in searching for oil in Canada, 
compared with Canadian citizens and Canadian companies. But this does 
not mean that Canada should necessarily adopt the same policy. While we 
have a vital interest in the development of the oil and gas industry in this 
country, we have a vital interest in the development of many other industries 
as well. It would be an unwise practice for Canada to start favouring one 
industry over others through tax concessions merely because this is being 
done in the United States for reasons which, in that country, may be 
perfectly valid. 


There seem to be two ways in which this problem might be dealt with. 
One would be to require all foreigners who wish to do business or to hold 
or develop resources in Canada to incorporate their businesses in this 
country under the federal or under one of the provincial companies acts. 
However, there would be no assurance that this action would necessarily 
negate the tax advantages which United States citizens and United States 
companies enjoy at present under the tax laws of their own country. An 
alternative approach and one which we think would be a better one would 
be to devise some formula for giving companies in which Canadian citizens 
participate some special concessions under certain circumstances and 
conditions. Ways in which this might be done are discussed in Chapter 18. 


The second criticism of our taxation policies with respect to the oil 
and gas industry is that operators in this industry in computing their tax- 
able income are not allowed to deduct the acquisition costs of unproductive 
property other than the original payments to the Crown for leases which 
have been abandoned as unproductive and for rentals up to $1 per acre 
per annum. This criticism would seem to have some validity, provided that 
the amount which the operators may be entitled to claim as deductions 
with respect to property costs was,imited to the cost of the property to the 
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original company or individual who acquired it. Without some such res- 
triction there might be a pyramiding of acquisition costs through sales from 
one company or individual to another. 


The third important criticism of our tax policies with respect to the 
oil and gas industry has to do with the way in which the depletion allowance 
is computed. The allowance for depletion to the extractive industries in 
Canada has served two purposes. In the first place, it permits companies 
in these industries to recoup out of income that part of their acquisition 
costs which they are not allowed to deduct in computing their taxable 
income. The second and much more important purpose of the depletion 
allowance is to provide a special incentive to the extractive industries 
to compensate them for the risks which are inherent in any mining enter- 
prise. In the case of the oil industry in Canada, there is not only the risk 
that no oil or gas will be found, but even if an operator is successful in 
finding oil or gas, any substantial income therefrom may have to be defer- 
red for some years until adequate markets can be found. These are 
important considerations, although the time may come when it is felt 
that the primary industries are sufficiently well established in Canada 
to do without special concessions. If it is felt that this time has not yet 
arrived, consideration might be given to changing the form of the special 
tax incentive which is at present being accorded to the extractive industries. 
Instead of being granted an allowance for depletion, they might be charged 
a lower rate of tax on that portion of their profits which is dependent upon 
risk taking, i.e., the profits from the producing end of the business after 
all charges and costs pertaining to that part of the business have first been 


deducted. 


An alternative approach would be to continue the present principle 
of granting a depletion allowance at some appropriate rate but computing 
it the same way as in the United States. In that country a stated percentage 
of the gross profits from production is exempted from tax. In Canada, 
at the present time, no allowance is granted for depletion until all accu- 
mulated expenditures on exploration and development have first been 
exhausted as deductions in computing taxable income. This gives a consi- 
derable advantage to the large integrated oil companies vis-a-vis the inde- 
pendent operators in the exploration and development field. The former 
are permitted to offset their exploration and development expenditures 
against their total income, including their income from refining and market- 
ing. In this way, their exploration and development expenditures may be 
immediately financed to a considerable extent by tax money, Le., out 
of monies which otherwise would have to be paid as taxes on profits 
earned in other spheres of activity. Furthermore, because these expendi- 
tures by the integrated companies become fully claimed earlier than in 
the case of taxpayers who are producers only, the integrated companies 
become entitled to a depletion allowgnce sooner than the independent 
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producers. In effect this means that they obtain a depletion allowance on 
a larger proportion of the profits earned on the oil or gas which they 
discover than the independents do. This differential would be removed, 
at least in part, by the adoption of the method used in the United States. 


Quite apart from the way in which the depletion allowance is com- 
puted, there is the question of whether it is reasonable to permit the 
large integrated oil companies to deduct their exploration and develop- 
ment costs from their total income in view of the advantage it gives 
them over independent producers. To an important extent, it seems that 
the appropriate decision on this question must depend upon the decision 
which is taken respecting the rate of depletion allowance and the way 
it is computed (or, alternatively, upon the rate of tax imposed upon the 
profits earned from production activities). If the depletion allowance is 
sufficient to provide an adequate incentive for all the exploration and 
development work that is thought to be desirable, then it may not be neces- 
sary or even logical to give a further incentive to the large integrated oil 
companies. If, however, the depletion allowance decided upon is a relati- 
vely moderate one, then this additional incentive to the large companies 
may be necessary if the desired amount of exploration and development 
work is to go on. 
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MUNICIPAL FINANCE 


DURING THE course of our hearings, we received many representations 
from or on behalf of local units of government — municipalities, school 
corporations and the like. There was clearly widespread concern about 
the financial position of these local units and their ability to support 
the increasing responsibilities which population growth, urbanization, and 
the rise in motor vehicle registrations were thrusting upon them. 


Much of the expenditure on social capital which we have forecast 
seems likely to fall on local governments. We have, as it were, presented 
them with a large bill for the future. They may legitimately ask us whether 
we have any notion of how all these fine things are to be paid for. 


Nearly 20 years ago, the Rowell-Sirois Commission made some 
observations about municipal finance which have grown only more cogent 
with the passage of time. After outlining the different ways in which muni- 
cipal government had developed in different parts of Canada, the Com- 
mission went on to say, | 


“Even more important than the variations between provincial 
systems is the great and increasing spread between kinds of munic- 
ipalities. Metropolitan centres, tiny hamlets, and sparsely popul- 
ated rural areas are all known as municipalities. It is obvious that 
their problems must differ greatly in degree and in kind. We cannot, 
in fact, speak of the municipal problem; there are municipal pro- 
blems characteristic of certain regions and of certain provincial 
systems, problems characteristic of certain types and classes of munic- 
ipalities, and problems associated with individual municipalities in 
special circumstances. The particular revenue, expenditure, or debt 
factors which may be of dominating importance in one case may 
have little relevance in another, and sweeping generalizations are 
thus of very limited utility’.* 


(It may be noted in passing that an astonishing number of the Com- 
mission’s conclusions with respect to municipal government and municipal 
finance — those, for instance, relating to the size of governmental units 
in metropolitan and rural areas — seem just as relevant today, when 
most of the major problems stem in one way or another from. rapid 
economic growth, as they did in the far different situation of the late 
1930's.) 
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Notwithstanding the wisdom of the above-quoted remarks, a good 
deal of generalizing continues to be done about municipal finance. It has 
been represented to us that, by and large, Canadian municipalities — par- 
ticularly those which are urban or partly urban in fact, if not always in 
name — are under financial strain, that they are finding it increasingly 
difficult to fulfill their expenditure responsibilities. 


Table I 
STATISTICS OF MUNICIPAL2 FINANCE 
($ millions) 


(Est.) (Est.) 
1933 1939 1945 1953 1954 1955 1956 


ROaIEpropelty (AXES. chic cee. Bees ots 2830 M242 FAI263 BESS) 1 O27 688H) © AS 
Unconditional grants and subsidies from 

OL Her POVErNMentsSe «acai oct) — 5 8 28 41 42 47 
Omer CoMENt TEVENUC? f. ss fea lc a hk hers 63 73 Oi 24 2060. yD 
WT otal current révenue®:. Aagnce Seater 293 mmo 20 me O02 aa Sazr © 908) £991 21,069 
Total currentexpenditurce =. © Se 320° 328% 7354 820 ~ 914 979. 1,067 
General debenture debt (net)d 


Lend IOlWeanyer. coe. dn odes atk ae ee SSler PEIN OLS, 2609p 1 Ad Si 1 658 4851 


a Municipalities and school corporations. 


b Includes general subsidies and grants in lieu of taxes. 
Specific grants and shared-cost contributions from provinces to municipalities (see Table II below) are excluded 
from revenue, and corresponding amounts are excluded from expenditure. 


c Revenues and expenditures of water, transit and other utilities deemed to be largely or wholly self-supporting 
are not included in total revenue and expenditure except to the extent of deficits or surpluses financed by, or 
contributed to, the municipalities concerned. 


d This consists of total direct debenture debt less sinking funds, after deduction of the net debt of public utilities- 
Public utilities debt is deducted because it is not serviced from what is here shown as current revenue. 


Source: Bank of Canada Statistical Summary. 


Various pieces of circumstantial evidence may be brought forward to 
support this view. The backlog of municipal capital works and urban 
land servicing is one. The increasing degree of dependence on grants and 
subsidies from higher levels of government is another. 


Table II 
PROVINCIAL SPECIFIC GRANTS AND SHARED COST 


CONTRIBUTIONS TO MUNICIPALITIES AND SCHOOL 
CORPORATIONS 


($ millions) 


Fiscal years: 


For: 1939-40 1945-46 1953-54 1954-55 1955-56 
Education sae capes a ate 18.2 44.5 149.6 1720 216.5 
Highways, streets, clea ae 4.6 ie) 38.6 44.2 49.3 
Rehtef MUSsAS Ae Peas eee 35.9 3.1 6.3 7.4 7 | 
Other public welfaress 5. ae eek On 0.4 6.4 FAs) 8.4 
All other s:e0r se eee eras 0.4 0.7 7.8 3.8 3.9 
Total perieos STAs ee 59.3 56.0 208.7 234.9 285.8 


SouRCE: Provincial public accounts. 
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In looking for more direct evidence, we may appropriately turn to 
an examination of real property taxation, which before the War account- 
ed for over three-quarters of municipal current revenue, and which even 
today, in spite of the increased importance of unconditional grants and 
subsidies and of non-property taxes, provides just under 70 per cent of 
the total.* For purposes of review, it seems better use 1939 rather than 
1945 as the starting point. In 1945, municipalities were reaching the end 
of what was for many of them a period of artificial financial ease, during 
which they were not called upon to do many of the things that would 
otherwise have been expected of them. While the War lasted, expenditure, 
particularly of a capital nature, was discouraged as part of the broader 
effort to restrain non-war claims on available goods and services. A large 
number of municipalities wisely seized the opportunity to achieve substan- 
tial reductions in their outstanding debt. 


Table III 


REAL PROPERTY TAX REVENUES— 
MUNICIPALITIES AND SCHOOL CORPORATIONS 


(Est.) (Est.) 
1933 1939 1945 1953 1954 1955 1956 


a a mr 


In millions of current dollars........... 930 S942" 263" S8ir ol” “683945 
Per capita; in current dollars 25-25 025%. 2160 Q16a 21.8 (39.224 cA4316 78466 
Per capita; in'constant 1935-399. 2... DPQ? OU DMOTS2 PD TET. 23030 ae 


SOURCE OF ORIGINAL DATA: Bank of Canada Statistical Summary. Per capita figures in current dollars are obtained 
by dividing by the total population of the ten provinces. This results in a slight overstatement in that 
parts of some provinces are not municipally organized. Conversion to constant dollars is by way of the 
consumer Price Index, recalculated on the base 1935-39 =100. 


In current dollar terms, real property tax revenue rose from $242 
million in 1939 to an estimated $743 million in 1956. But in constant- 
dollar-per-capita terms — adjusting, that is, for population growth and 
price increases — the rise was only a modest one: from about 21 pre-war 
dollars per head in 1939 to between 24 and 25 pre-war dollars per head 
in 1956. Over the same period, “real” national income per capita rose 
by 72 per cent.2 Comparison with other commonly used indicators of 
economic growth shows similar large disparities. 


This is generalizing on a grand scale. It would not take long to find 
particular municipalities — fast-growing urban fringe municipalities, for 
example — where the rise in the real per capita burden of property taxation 
has been much more impressive. But conversely, there must be other 
municipalities where this same burden is today little if at all greater than 
it was in 1939. 


* If provincial specific grants and shared-cost contributions are included in revenue, real 
property taxation would appear to have declined from about 65 per cent of total revenue 
in 1939 to between 50 per cent and 60 per cent in 1956. 
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Not all municipal capital works are financed by borrowing, but most 
of them are. Periods of heavy expenditure on such things as new roads, 
schools, and sewer and water facilities are therefore periods when muni- 
cipal debt tends to rise rapidly. 


Over the years, investors, and provincial departments and agencies 
charged with regulating municipal affairs, have come to attach consider- 
able importance to certain indices and ratios relating to municipal debt. 
One of these is the ratio of debt to assessment. By this criterion, the debt 
load carried by a good many municipalities today does indeed seem heavy. 
But there is an alternative interpretation: assessment may be too low. The 
indicated prescription in some cases may be, not a curtailment of borrow- 
ing, but an early reassessment. 


Even in constant-dollar-per-capita terms, as in Table IV, municipal 
debt is considerably larger today than it was in 1945. But it is still little 
if any larger than it was in 1939. True, the debt load carried by munici- 
palities at the end of the depression was an onerous one. Again, however, 
regard must be had to the growth of real wealth that has occurred since 
those times. 


Table IV 
MUNICIPAL? DEBT AND DEBT CHARGES 


(Est.) (Est.) 
1933 1939 1945 1953 1954 1955 1956 


ss eee: lO 


A—General debenture debt [net] 
(end of year) 


—in millions of dollars.............. S81 =: 789 623. °1;:269. 91.479 4658, 1,851 
—per capita, in current dollars....... 82.9 70.2 PSHOPUSS.6 96.96105:8 115.4 
—per capita, in constant 1935-39 dollars S78 > 769.2" #4325, AGA 5129" 956.5 7608 


B—Debt charges as % of current expenditure 


Interest-charges....t4s. te. Lente Peres 19 16 10 6 6 6 6 
Debt. retiremenchakees-ty,.),.< tetas 10 11 10 9 10 10 10 
Lotalicaey sea ore: eka ee 29 21 20 iS 16 16 16 


a Includes school corporations. 
Sources: As for Table III. 


We do not wish to draw too many conclusions from these figures. 
Undoubtedly, the debt position of some municipalities gives good grounds 
for concern. But provided no major recession lies ahead, the total municipal 
debt burden does not as yet appear alarming. 


Returning to real property taxation, it seems clear that in general, 
revenue from this source has failed by a wide margin to keep pace with 
the growth of the economy. Can any general explanation be adduced for 
this? Is there something inherent in the nature of real property taxation 
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which prevents it from responding adequately to economic growth? Have 
municipalities been forced onto short rations by the higher levels of govern- 
ment? 


Reference is often made to the division of the “tax dollar”. It is stated 
that the Federal Government’s share of the tax dollar has increased and 
the municipal share has decreased. It is argued that this is the essence 
of the municipal financial problem, that the situation cannot be materially 
improved unless the Federal Government agrees to take a smaller portion. 


We would prefer to describe the position in a somewhat more qualified 
manner. The tax dollar, it must be remembered, is a figure of speech — a 
shorthand expression for the total amount of tax revenue collected by all 
three levels of government. It is a misleading figure of speech in that it 
suggests the existence of a constant pie to be divided. In fact, the total 
of tax revenue varies substantially over time, depending on economic 
circumstances and public attitudes. Its size is responsive to changes in 
national income and in the public’s disposition to demand — and pay for 
— services which are provided and which in many cases can only be 
provided on a community basis. 


Over the last 20 years, as is well known, the federal tax “take” has 
increased greatly. (So have federal responsibilities, notably with respect 
to defence and social services.) But over the same period, the economy 
in general has grown. Real personal and national income have increased 
— standards of living have improved. By almost any acceptable measure, 
the nation’s taxable capacity must be said to have risen very considerably. 


In Table V, taxation by all three levels of government is related . 
to national income. Between 1939 and 1956, total taxation as a percent- 
age of national income rose from 21.8 to 30.1. The federal percentage in 
1956 was 21.4, as against 10.7 in 1939; the provincial percentage 4.7, 
as against 4.6 in 1939; and the municipal percentage 4.0, as against 6.5 
in 1939. If federal taxes transferred unconditionally to the provinces are 
deducted from total federal taxes and added to provincial taxes, the 
1956 percentages become: federal, 19.8; provincial, 6.2. 


In part ‘C’ of the table, provincial and municipal taxes are expressed 
as percentages of national income less federal taxes. Between 1939 and 
1956, the provinces increased their share of this residual from 5.2 per 
cent to 5.9 per cent; but the municipal share declined, on balance, from 
7.2 per cent to 5.1 per cent. The combined provincial-municipal share was 
11.0 per cent in 1956, compared with 12.4 per cent in 1939. Proportion- 
ately, and in terms of the taxes which they actually collected themselves, 
the provinces and municipalities together were making less use of what 
was, so to speak, left over after the federal tax-gatherers had made their 
rounds. If, however, federal taxes transferred unconditionally to the provy- 
inces are counted as provincial taxes, then the provincial-municipal share 


APPENDIX I 


of the adjusted residual was higher than before the War: 12.8 per cent 
in 1956, as against 12.4 per cent in 1939. 


One’s interpretation of these crude and wholesale calculations de- 
pends, of course, on one’s views as to the total burden of taxation (which 
views should in turn be related to some opinion concerning the range 
and quality of services which governments should be asked to provide). 
What can be affirmed is that presented in this light, against a background 
of economic growth, the “squeeze” exerted by the Federal Government on 
the taxable capacity available to municipalities appears a less absolute 
constriction than it does in the context of the tax dollar. 


Table V 
NATIONAL INCOME AND TAXATION 


(NoTE: The figures in brackets indicate the results obtained when Federal 
Taxes transferred unconditionally to the Provinces are deducted from 
total Federal Taxes and added to Provincial Taxes) 


A—nnillions of current $ 1933-1939, 1945 1953 1954 1955 1956 
Net national income...... 2,452 — 4,373... .9,840. 19,133 218°794. 207740. 23,049 
Pederaltaxese., 3... os a 280 467 2,168 4,220 4,039 4,336 4,923 

(280) (467) Q, 078) (3, see (3/709) (4; 007) (4,564) 

Provincial taxes we. oats os 116 203 226 831 956 1,078 

(L1G). «(203)e 316) 050 (TIGH 7,285)" 437) 

Municipal taxes®... 20)... .):. 260 283 308 112 845 919 
Net national income 

less federal taxes «. 4: 4.4 21726 3,906. 49.6124 14-913 e ATO. £6404 2 18,126 


(2,172) (3,906) (7,762) (15,221) (15,085) (16,733) (18,485) 


B—as % of net national income 
Pederal taxestus . se.  omac 11.4 104° 23322.0 22:1 2) 20.9 21.4 
or ay) ; ze 2 p CG), 9.7) ue 2 ee 2 
4.1 4.4 
«4 " a 6 2) (5.7) (6.2) G 2 a 2 
Municipal taxes? . - 4.44... 0. 6.5 ‘ Sh 4.1 
Total—all taxes........ PERI AN SOM Kees) 24 29.9 30.0 29.6 nt 


C—as % of net national 
income less federal taxes 


Provincial taxes<4 47. aes. 33 52 2.9 ar2 5.6 5.8 5.9 
(5:3 )uas( Ose) vA A (7.2) e p of 8) 

Municipalstas€s 05h eee 12.0 qi 4.8 
(12.0) C72) a 2 (4.7) a ) es » ge » 


Total of provincial and 
municipal taxes....... 73 12.4 6.9 10.0 10.8 11.0 11.0 
CLS) ACL 2 4) TS Oe LCI. 8y CII TOS (12.8) 


a Includes Old Age Security taxes. 
b Includes non-property taxes. 
Source: Dominion Bureau of Statistics, National Accounts — Income and Expenditure, 1926-50 and 1950-56. 


It may be that public reaction to the heavier load of taxation now 
in comparison with pre-war times has been disproportionately directed 
at local governments. If this is so, one reason may be that most of the 
tax revenue of local governments is still demanded from the public in 
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annual lumps whereas the federal and provincial governments rely to a 
larger extent on levies of a “hidden” or pay-as-you-go nature. Another 
reason may be that in the process of growing bigger, the federal and pro- 
vincial governments have also grown more remote. Correctly or incor- 
rectly, the taxpayer may feel that his individual voice counts for little in 
these lofty spheres, at any rate between elections. Instead, he may pick 
up the telephone and vent his spleen on his local alderman or councillor. 
Municipal spokesmen often say that they are at the grass-roots level — 
in touch with the people. While this is certainly a legitimate cause for 
satisfaction, there is another side to the coin. To be close to the people is 
also to be within uncomfortably short range of vocal individuals and 
minorities. 


What of the inherent “growth responsiveness” of real property tax- 
ation? In considering this question, we must keep in mind that real pro- 
perty taxation varies a great deal in Canada, not only in weight, but in 
form and incidence. Many municipalities, for example, levy taxes on com- 
mercial and industrial property which are determined in significantly 
different fashion from those which they levy on residential property. The 
common characteristic of all real property taxes is their basic relationship 
to the value of land — and in most cases of buildings and improvements 
— within the jurisdictions in question. 


Since the depression years, this value has increased in three principal 
ways. Firstly, new buildings have been erected and improvements under- 
taken, some on land not previously built upon, some on land previously 
occupied by other buildings and improvements. Secondly, the value of 
many buildings and improvements, and of the land on which they are 
situated, has appreciated. (Some property has of course fallen in value, 
but there is good reason to believe that under the impact of economic 
growth and rising prices the plusses have substantially outweighed the 
minusses.) Finally, the value of some land not as yet built upon has under- 
gone a speculative appreciation in anticipation of its being put to more 
profitable use. 


In practice, real property taxes are levied against assessed values which 
in the great majority of cases are less than true market values. Often, 
the assessed value of a property is only a small fraction of the price which 
that property would command in the open market. (To further compli- 
cate matters, many municipalities, having established assessed values for 
property, tax only certain percentages of those values.) 


The important question here is what has happened to the relation- 
ship between assessed values and market values over time. There is much 
to suggest that on the average, and over the War and post-war periods 
as a whole, the gap has widened. Some large-scale reassessments have been 
carried out recently, and there is an increasing tendency to base the 
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distribution of certain kinds of provincial-municipal grants, notably for 
educational purposes, on province-wide equalized assessments. But there 
are still municipalities where assessed values are based on the market 
values of 1945 or even earlier years. 


In Table VI, changes in assessed values in seven provinces for which 
continuous statistical series are available are compared with changes in 
personal income in the same provinces. The table must be interpreted with 
great caution: not all the provincial assessment series are wholly compar- 
able one with another, and there is reason to suppose that even if assessed 
values had increased proportionately as much as true market values since 
1939, the percentage of increase would still have been below that shown 
by personal incomes. All the same, the difference in the two rates of in- 
crease is so striking as to create at least a suspicion that over the 1939-55 
period as a whole, the disparity between total assessed values and total 
market values must have widened considerably. 


Table VI 
ASSESSMENT AND PERSONAL INCOME IN SEVEN PROVINCES 


($ millions) 


Fotal: \ Total 


Assessed seven excl. 
values N.S. N.B. Ont. Man. Sask. Alta. B.C. _provs. Sask. 
1939... 185 170a . 2,960 44] 1,051 490 379 5,675 4,625 
1945 8. 194 295 3,109 452 850 586 420 5,885 5035 
HR Ba 333 403 5,044 680 964 1,018 at 9,214 8,249 
1954); Ze) 418 6,099 707 987 1,148 842 10,557 9,569 
1955-0; 389 435 6,567 770 1,013 13237 1,044 11,456 10,442 
Personal income 

19302 163 111 1,766 249 274 262 379 3,204 2,930 
1955: 650 462 7,906 973 1,022 1322 2,006 14,341 13,319 
Y% Increases 1939-556 

Assessed 

values +111% +155% +122% + 75% — 4% +153% +176% +102% +126% 
Personal 


income +299% +316% +348% +291% +273% +405% +430% +348% +355% 


a 1938 figure. 
b Percentages calculated on unrounded figures. 


Sources: Reports of provincial departments of municipal affairs and Dominion Bureau of Statistics, National 
Accounts — Income and Expenditure (annual). The statistics of assessment are described as follows: 
Nova Scotia, “total taxable assessment’’; New Brunswick, “total assessed valuation’’ (cities, towns, 
villages, counties and local improvement districts); Ontario, “taxable assessment’’; Manitoba, “total 
taxable assessment’’; Saskatchewan, ‘‘taxable assessment’’; Alberta, ‘‘assessment for municipal pur- 
poses’’; British Columbia, “‘values actually taxed — municipal purposes’’. 


The fundamental difficulty with the real property tax may be, not 
that it is inherently incapable of responding reasonably well to economic 
growth, but that to make it so respond is an awkward business, requiring 
no small amount of political courage. A progressive personal income tax, 


505 


506 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


from the point of view of the government levying it, responds swiftly and 
almost effortlessly to economic growth and rising prices, and it responds 
more than proportionately. The rates can be left where they are, and the 
rise in money incomes will do the rest. In the case of the real property 
tax, assessments or mill rates or both must be periodically increased to 
keep pace with that part of the rise in the total market value of real pro- 
perty which is not simply the result of new construction. A general re- 
assessment can almost always be relied upon to produce a large volume 
of protest from taxpayers who feel that they are being treated unfairly or 
that the authorities are attempting some sinister kind of legerdemain. If 
on the other hand the basis of assessment is left unchanged and the mill 
rate is progressively raised, an impression is created of an ever-mounting 
relative load of taxation on real property. “Where will it end?”, the cry 
goes up. A policy of fairly frequent reassessment has the advantage of 
making clearer the real facts of the situation. Perhaps if taxpayers become 
more used to reassessment than some of them have been, they will be 
more inclined to accept it as a normal and logical process. 


When municipal officials complain of inflation, they deserve a sym- 
pathetic hearing, for their level of government is probably more pain- 
fully affected than any other by rises in the general level of prices. Their 
expenditures are quickly influenced, but their revenues can only increase 
commensurately if overt action is taken to that end. 


There are some other criticisms which may be levelled at the real 
property tax. By the standard of ability to pay, it is none too satisfactory: 
the amount of real property held by a person or company has never been 
one of the more accurate measures of that person’s or company’s total 
wealth, and it is a less accurate measure today than it was 50 years ago, 
when automobiles, refrigerators and television sets had not yet shouldered 
housing into a smaller corner of the family budget. 


By the standard of benefits received, the real property tax also 
leaves a good deal to be desired. The benefits accruing to property through 
the construction of local sewers, watermains, streets and sidewalks are 
plainly apparent. But when it comes to schools, and to arterial roads, 
both of which are today claiming a much larger share of municipal expend- 
iture, the flow of benefit to property, though it still occurs to a degree, is 
less obvious and direct. Owners of abutting property understandably object 
to paying the full cost of a through street which is far more expensively 
constructed than it would need to be in order to fulfill the sole function 
of local access, and which is heavily used by vehicles from other munici- 
palities. It may be noted that a very large proportion of the increase in 
provincial specific grants to municipalities has been in the fields of edu- 
cation and roads. 
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As against all this, the real property tax is extremely well adapted to 
administration within a small jurisdiction. Real property cannot be hid- 
den, does not go away to Nassau for six months and can be shrewdly 
gauged as to value by local people in touch with local conditions. 


Some observers of the fiscal scene seem prepared to accept the possi- 
bility that municipalities will grow steadily more dependent on transfers 
of one kind or another from higher levels of government. Others, disturbed 
at the prospect of municipalities becoming little more than spending arms 
of their provincial parents, are concerned to discover revenue sources other 
than real property which municipalities could use directly. 


In the field of education, an increasing dependence on grants seems 
difficult to avoid. Education has long since become a matter of much 
more than local importance. The tendency today is toward the establish- 
ment by provincial governments of “foundation programmes” and systems 
of grants designed to ensure that no child in a province need be denied 
a satisfactory education merely because his or her local school district 
happens to be tax-poor. 


Elsewhere in the spectrum of local government expenditure, it may 
yet be too early to conclude that only larger and more numerous grants 
and subsidies can meet the fiscal demands of the future. There appear 
to be some good possibilities both of improving the real property tax 
and of devising new and growth-responsive revenue sources. | 


A very substantial percentage of municipal expenditure today is caused 
by motor vehicles. It seems to us both logical and just that municipalities 
should be enabled to recover some considerable proportion of this expendi- 
ture from the owners and operators of motor vehicles. There are perhaps 
two ways in which this could be done: municipalities in a province could 
be permitted to impose motor vehicle taxes, preferably at some standard 
rate; or the province could earmark a stated proportion of its revenues 
from motor vehicle licence fees or gasoline taxes or both, and transfer 
this proportion to municipalities as of right.* In the latter case, the dis- 
tribution amongst municipalities might be determined on the basis of 
vehicle registrations, or even better, possibly, on the basis of traffic counts. 
A formula might be devised which gave weight to several factors. 


A municipal vehicle tax, or an assured proportion of provincial motor 
vehicle revenue, would have more “built-in” expansionary potential than 
the real property tax. As traffic increased, creating a need for more road 
and street expenditure, so would the revenue. From a province’s point of 
view, the arrangement might prove in time to be simpler and less costly 
to administer than a multi-tier system of conditional grants. 


* Under the Alberta Municipal Assistance Act, municipalities in that province receive 
each year 50 per cent of the provincial government’s revenue from gasoline tax in the 
previous year. 
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Periodically, it is proposed that municipalities investigate the possi- 
bilities of the retail sales tax. In the Province of Quebec, this tax, collected 
by the province on behalf of those municipalities which choose to levy 
it, has become an important source of municipal revenue. In the Montreal 
and Quebec metropolitan areas, the proceeds are distributed amongst the 
various municipalities and school corporations on a per capita basis. 


Sales taxes are often criticized for their regressive characteristics, al- 
though these may be mitigated by the exemption of foods and other basic 
necessities. A municipal sales tax, unless it is generally imposed, at uni- 
form rates, is also subject to the criticism that it tends to drive retail 
business out of one municipality into another. Finally, there is the consi- 
deration that some provincial governments already occupy this field for 
their own purposes, while others may wish to hold it in reserve for the 
future. 


What of the real property tax itself? Our proposal regarding motor 
vehicle taxation, if implemented, would remove some of the load from 
real property. A further unloading could well take place in respect of 
sewer and water services. Many Canadian municipalities now charge 
for water on a cost-of-service basis, with individual bills determined by 
meters. What the citizen pays is no longer a tax, but an economic price 
for a particular service. There seems no real reason why sewer service 
should not be similarly charged for, with the amount of service provided 
being determined by the amount of water consumption. 


Hospitals and some social services might also be finally removed 
from the list of burdens on real property, and indeed on municipalities. 
The particular relevance of health and welfare services to real property 
has never been easy to defend, and the case for municipal administration 
of such services has weakened in the light of experience with provincial 
and federal programmes. 


In sum, we would propose that the municipal real property tax 
be given rather less work to do. We would also propose that it be made 
payable in monthly instalments, rather than in an annual lump sum. (Many 
municipalities have already moved in this direction. ) 


Thus streamlined, the real property tax might prove to be an alto- 
gether more flexible and more efficient instrument in the hands of local 
governments. It would be easier to pay and easier to justify, particularly 
if it were founded on an assessment base which was kept reasonably up 
to date in relation to market values. 


Municipal Taxation of Industry 


In Chapter 15 we referred to the financial problem which arises when 
industry is unequally distributed between neighbouring municipalities. Most 
of the industry may be in one municipality while most of the residential 
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development which that industry has helped to bring about is in another. 
The first municipality may be comparatively well off; the second may have 
to struggle to keep up with its responsibilities. 


It has been proposed to us that as a solution to this kind of difficulty, 
the taxation of industrial property should be undertaken by provincial 
governments, who would distribute the proceeds amongst municipalities 
on some acceptable basis.® 


Such a remedy may eventually prove to be necessary, but we rather 
hope that it does not. It seems to us that the problem tends to occur in 
its most acute form in large metropolitan and urban areas. There is a 
double inequity: it is not just that some municipalities have more industry 
than others; it is that some municipalities experience more of the residential 
consequences of that industry than others, and that the two groups often 
do not coincide. If good progress is made toward the development of 
enlarged units of government in metropolitan and other major urban areas, 
much of the problem may disappear. If, on the other hand, progress in 
this direction is slow, then the alternative course may become unavoidable. 
Our unhappiness at such a prospect arises only partly from the potential 
threat to local autonomy. There would be danger, too, of the provincial 
assumption of industrial taxation being regarded as a cure-all, a complete 
solution to the metropolitan area problem. This it most emphatically would 
not be. 
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